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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  reply  of  the  Public 
Employees'  Retirement  Division  is  included  in  the  back  of  this  report. 

Page 

Substantial  receivables  should  be  accrued  at  the 
end  of  each  fiscal  year. 

Agency  Reply:   Concur  with  the  substance  of  the 
recommendation;  however,  memo  entries  inde- 
pendent of  the  bookkeeping  system  should  be 
made  to  handle  accrual  of  receivables.   See 
page  68. 

Determine  a  more  equitable  method  of  allocating 
administrative  expenses  to  the  smaller  retirement 
systems,  if  such  a  charge  is  deemed  to  be 
appropriate.  ° 

Agency  Reply:   Concur.   See  page  68. 

Include  on  all  journal  entries  a  precise  explan- 
ation of  the  nature  of  the  entry  and  refer  to  the 
source  where  detailed  information  is  available.  8 

Agency  Reply:   Concur.   See  page  68. 

Record  adjusting  journal  entries  to  the  social 
security  programs'  general  ledger  which  will 
properly  reflect  the  various  accounts  of  the  fund.  9 

Agency  Reply:   Concur.   See  page  68. 

The  individual  agency  totals  should  be  reconciled  to 
the  control  total  in  the  social  security  general 
ledger  on  a  timely  basis.  10 

Agency  Reply:   Concur.   See  page  68. 

Adapt  the  computerized  general  ledger  provided  by  SBAS 
to  meet  the  specific  requirements  of  the  retirement 
systems.  1^ 

Agency  Reply:   Concur.   See  page  68. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Discontinue  the  use  of  the  manual  general  ledgers  main- 
tained by  the  division's  accountant  as  soon  as  the 
computerized  system  is  adapted  to  meet  the  specific 
requirements  of  the  retirement  systems.  12 

Agency  Reply:   Concur.   See  page  69. 

Establish  subsidiary  ledgers  which  will  provide 
the  necessary  information  to  properly  reflect 
the  changes  in  the  various  fund  balances.  13 

Agency  Reply:   Concur.   See  page  69. 

Reconcile  subsidiary  ledgers  to  the  control  totals 

in  the  general  ledger  on  a  monthly  basis.  13 

Agency  Reply:   Concur.   See  page  69. 

Evaluate  the  need  for  formal  budgeted  entries 
and  determine  consistent  procedures  which  will 
aid  in  the  meaningful  preparation  of  interim 
financial  statements.  13 

Agency  Reply:   Concur.   See  page  69. 

Record  the  investment  in  land  and  buildings  on 

the  computerized  general  ledger  provided  by  SBAS.  13 

Agency  Reply:   Concur.   See  page  69. 

Board  of  Administration  minutes  should  be  prepared 

on  a  timely  basis.  14 

Agency  Reply:   Concur.   See  page  69. 

The  Board  of  Administration  should  approve  and  sign 

the  minutes  of  their  meetings  in  a  timely  manner.  14 

Agency  Reply:   Concur.   See  page  69. 

Continued  effort  should  be  made  to  finalize  the 
conversion  to  the  computerized  system  for  member- 
ship savings  accounts.  16 

Agency  Reply:   Concur.   See  page  69. 

Procedures  should  be  implemented  which  will  provide 
for  the  strengthening  of  the  internal  controls 
relating  to  the  verification  of  wages  which  are 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

reported  by  the  individual  agencies  of  the  retire- 
ment division.  16 

Agency  Reply:   Concur.   See  page  70. 

Membership  savings  accounts  should  be  reconciled  to 
control  totals  within  the  general  ledger  as  often 
as  practical.  16 

Agency  Reply:   Concur.   See  page  70. 

Accounting  controls  should  be  established 

within  the  general  ledger  to  reflect  collec- 
tion reports  which  are  received  without  the 
corresponding  amount  which  is  due.  17 

Agency  Reply:   Concur  with  the  substance  of  the 
recommendation.   A  policy  has  been  initiated 
to  require  that  reporting  agencies  remit  the 
proper  deposits  with  each  report.   See  page  70. 

Determine  and  implement  procedures  designed  to 

assure  that  benefit  payments  cease  upon  the  death 

of  a  retired  member.  19 

Agency  Reply:   Concur.   See  page  70. 

Consider  legislation  which  will  provide  for 

statutory  guidelines  in  regard  to  the  review  of 
members  who  are  receiving  disability  benefits  and 
establish  stronger  internal  controls  to  accom- 
plish this  review.  20 

Agency  Reply:   Partially  concur;  however,  the 
retirement  board  should  have  the  discretion  to 
determine  which  disabled  members  are  to 
receive  continual  review.   See  page  70. 

Consider  legislation  which  will  effectively  consol- 
idate the  various  cities  which  comprise  the 
policeman's  retirement  system  into  one  unit  for 
administrative  purposes.  20 

Agency  Reply:   Concur.   See  page  70. 

Perform  the  administrative  functions  of  the 

policeman's  retirement  system  in  a  manner  which 
is  consistent  with  that  of  the  other  retirement 
systems  within  the  division.  20 

Agency  Reply:   Concur.   See  page  71. 
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93 

11 

68 

26 
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31 
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DEPARTMENT  OF  ADMINISTRATION 
PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
COMMENTS  AND  RECOMMENDATIONS 


General  History  and  Description 

The  State  of  Montana  Public  Employees'  Retirement  Division  administers 
the  activities  of  several  independent  retirement  systems  along  with  being  the 
collection  and  disbursement  agency  for  the  Social  Security  Trust  Fund.   These 
independent  retirement  systems,  along  with  the  primary  statutes  applicable  to 
each  system  are  as  follows: 

System  Revised  Code  of  Montana  1947 

Public  Employee  Retirement  System 

Montana  Judges'  Retirement  System 

Sheriffs'  Retirement  System 

State  Wide  Police  Reserve 

Montana  Game  Wardens'  Retirement  System 

Highway  Patrolmans'  Retirement  System 

The  purpose  of  these  retirement  systems  is  to  "effect  economy  and  effi- 
ciency in  the  public  service  by  providing  a  means  whereby  employees  who  become 
superannuated  or  otherwise  incapacitated  may,  without  hardship,  or  prejudice  be 
replaced  by  more  capable  employees,  and  to  that  end  provide  a  retirement  system 
consisting  of  retirement  compensation  and  death  benefits."   In  short,  the  system 
is  designed  to  provide  a  source  of  financial  assistance  to  its  members  after 
their  retirement  or  upon  their  becoming  disabled. 

Currently  there  are  approximately  25,000  members  of  retirement  systems  with 
approximately  4,600  members  and  beneficiaries  receiving  monthly  retirement, 
disability  or  survivor  benefits. 

The  governing  body  of  the  retirement  division  consists  of  a  five  member 
board  of  administration  whose  names  appear  on  page  ±±±   Df  this  report.   The 
Board  of  Administration  has  exclusive  control  of  the  administration  of  the 
funds  of  the  retirement  systems  except  that  the  State  Treasurer  acts  as  the 
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custodian  of  these  funds  and  the  Board  of  Investments  invests  the  funds  as 
a  part  of  the  State  long-term  investment  fund.   The  attorney  general  acts 
as  the  legal  counsel  of  the  Board  of  Administration. 

Membership  in  the  individual  retirement  systems  is  in  most  cases 
compulsory  for  all  persons  actively  employed  in  public  service.   There  are, 
however,  certain  exclusions  which_do  not  allow  persons  in  public  service  to 
become  members  unless  they  file  a  written  request  with  the  Board  of  Adminis- 
tration.  These  exclusions  include  elective  officers,  persons  directly 
appointed  by  the  Governor,  persons  who  become  employees  after  their  sixtieth 
birthday,  employees  of  county  hospitals  or  rest  homes  in  sixth  or  seventh 
class  counties,  and  persons  employed  by  the  legislature. 

The  retirement  systems'  primary  sources  of  funds  are  contributions  from 
active  members,  contributions  from  employers,  and  from  earnings  on  the  systems' 
investments.   The  amounts  which  are  currently  being  contributed  by  member 

employees  and  employers  are  summarized  as  follows: 

System  Percent  of  Members'  Wages 

Employee    Employer 

Public  Employee  Retirement  System  6.0%  5.2% 

Montana  Judges'  Retirement  System  6.0%  6.0% 

Sheriffs*  Retirement  System  7.0%  7.55% 

State  Wide  Police  Reserve  6.0%  11.0% 

Montana  Game  Wardens'  Retirement  System  7.0%  7.0% 

Highway  Patrolmans'  Retirement  System  6.5%  15.0% 

Additionally,  the  Montana  Judges'  Retirement  System  receives  25%  of  dis- 
trict and  supreme  court  fees  as  contributions.   Contributions  from  employees 
are  accumulated  in  the  annuity  savings  fund  with  individual  balances  being 
maintained  for  each  member.   Contributions  from  employers  are  accumulated  in 
the  pension  accumulation  fund  along  with  the  earnings  on  the  systems'  invest- 
ments. 

The  annuity  savings  interest  fund  accumulates  interest  which  is  earned  on 
the  contributions  made  by  the  members  of  the  individual  systems.   This  interest 
along  with  the  individual  balance  in  the  annuity  savings  fund  is  transferred  to 
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the  pension  accumulation  fund  when  members  retire. 

These  funds,  (annuity  savings,  pension  accumulation  and  annuity  savings 
interest) ,  comprise  what  is  known  as  the  agency  fund  of  the  various  retirement 
systems. 

Periodically,  transfers  are  made  from  the  public  employees  agency  fund  to  the 
public  employees  earmarked  revenue  fund.   The  earmarked  revenue  fund  accounts 
for  the  administrative  expenses  of  the  retirement  division.   This  fund  was  not 
included  within  the  scope  of  our  examination  and  therefore  no  expression  of 
opinion  is  made  within  this  report  as  to  the  fairness  of  its  operation  or 
financial  statements. 

The  Social  Security  Trust  Fund  accounts  for  the  collections  and 
disbursements  of  social  security  payments  for  public  employees  and  employers. 
When  collections  are  received,  they  are  invested  by  the  Board  of  Investments  in 
the  short-term  investment  pool  (STIP)  of  the  State.   Forty-five  days  after 
the  end  of  each  quarter,  these  investments  are  redeemed  in  order  to  make  the 
necessary  payments  to  the  federal  government  for  social  security  contributions. 
The  interest  which  is  earned  on  the  investments  for  the  period  of  time  between 
collecting  the  funds  and  disbursing  them  to  the  federal  government  is  annually 
transferred  from  the  Social  Security  Trust  Fund  to  the  Agency  Fund  of  the 
Public  Employees  Retirement  System.   This  interest  is  used  to  pay  for  the 
administrative  expenses  of  the  retirement  division. 

Currently,  the  retirement  plans  of  the  various  systems  have  not  been 
qualified  by  the  Internal  Revenue  Service. 
Summary  of  Previous  Audit  Recommendations 

The  last  comprehensive  independent  audit  of  the  retirement  division  was 
for  the  fiscal  year  ended  June  30,  1974.   The  report  of  examination  from  that 
engagement  contained  nine  recommendations.   Following  is  a  summary  of  those 
recommendations  together  with  comments  as  to  their  current  status. 
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1.  "Review  the  new  computer  system  to  assure  proper  internal  controls". 

Not  Implemented  -  At  the  time  of  the  last  audit  report,  it  was  indi- 
cated that  the  conversion  from  a  manual  system  to  a  computerized 
system  for  active  member  accounts  was  in  the  final  stages.   This 
conversion  is  not  complete  as  of  the  date  of  this  report  and  it 
appears  that  it  will  not  be  completed  within  the  next  few  months. 

The  division's  accountant  still  maintains  a  manual  general  ledger  to 
account  for  the  various  activities  of  each  retirement  system.   This 
manual  general  ledger  is  maintained  in  conjunction  with  a  computer- 
ized general  ledger  provided  by  the  statewide  budgeting  and  account- 
ing system,  (SBAS) .   This  computerized  system  has  not  been  adapted 
to  meet  the  specific  requirements  of  the  retirement  systems,  and 
therefore,  was  not  useful  in  the  preparation  of  the  accompanying 
financial  statements. 

Since  the  conversion  to  the  computerized  system  for  the  general 
ledger  and  membership  savings  accounts  is  not  complete,  a  review 
has  not  been  made  by  the  retirement  division  to  assure  for  proper 
internal  controls. 

2.  "Accrual  of  substantial  receivables  as  of  the  fiscal  year-end." 

Not  Implemented  -  The  accrual  of  substantial  receivables  was  not 
recorded  in  either  the  manual  or  computerized  general  ledger  at 
June  30,  1976.   However,  the  accompanying  financial  statements  have 
been  adjusted  to  reflect  the  accrual  of  contributions  receivable  and 
investment  interest  receivable  at  June  30,  1976,  for  each  retirement 
system. 

This  particular  recommendation  has  appeared  on  each  of  the  last  two 
audit  reports  of  the  retirement  division.   The  basis  for  this 
recommendation  has  not  changed  from  the  past  two  audits.   It  is 
felt  that  the  matching  of  revenue  and  expenditures  within  the  same 
fiscal  year  is  important  from  both  a  financial  statement  and 
actuarial  standpoint.   Therefore,  this  recommendation  continues  to 
be  appropriate. 

Recommendation  #1 

Substantial  receivables  should  be  accrued  at  the  end  of  each 
fiscal  year. 

3.   "Develop  a  more  uniform  method  for  allocating  administrative 
expense  to  the  smaller  retirement  systems." 

Not  Implemented  -  Again  this  audit  recommendation  has  appeared  on 
each  of  the  last  two  audit  reports.   It  was  felt  that  "proper 
legislative  action  should  be  initiated  to  put  all  systems  on  a 
uniform  basis."   Following  is  a  summary  of  the  amounts  paid  by  the 
smaller  retirement  systems  to  the  public  employees  retirement  system 
for  administrative  expenses  during  fiscal  year  1976  with  a  compar- 
ison to  fiscal  year  1974  amounts  paid. 
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Retirement  System  How  Fiscal  Year 

Determined  1974 1976 

Montana  Judges  Flat  Rate         1,750      2,000 

Sheriffs  -  Established  7/1/74  Flat  Rate 

Police  -  Established  7/1/75  Flat  Rate 

Game  Wardens  .003%  of  Payroll 

Highway  Patrol  (from  general  fund)  Flat  Rate  2,000      2,000 

It  is  our  opinion  that  since  the  earnings  from  the  social  security 
system  have  offset  the  administrative  expenses  of  the  division, 
consideration  should  be  given  to  discontinuing  the  charges  made  to 
the  smaller  retirement  systems.   If  this  does  not  prove  to  be 
acceptable,  then  a  uniform  method  of  allocating  administrative 
expenses  should  be  developed. 

Recommendation  #2 

Determine  a  more  equitable  method  of  allocating  administrative 
expenses  to  the  smaller  retirement  systems,  if  such  a  charge  is 
deemed  to  be  appropriate. 

4.     "Require  a  second  approval  of  unusual  journal  vouchers  and  expand 
the  explanation  of  these  journal  vouchers." 

Not  Implemented  -  The  need  for  more  detailed  information  on  journal 
entries  is  as  evident  now  as  in  the  past.   The  division's  account- 
ant currently  prepares  and  posts  the  individual  journal  entries  to 
the  manual  general  ledger  without  a  second  approval.   All  of  the 
activity  of  the  various  retirement  systems  is  entered  to  the  manual 
general  ledger  in  the  form  of  a  journal  entry.   There  are  no  cash 
receipts  or  disbursement  journals  maintained  for  the  manual  account- 
ing system.   The  journal  entries  which  are  prepared  reflect  a 
summarization  of  the  documents  which  are  used  to  input  data  to  the 
computerized  system.   These  documents  reflect  the  breakdown  of  the 
various  funds  affected  within  a  retirement  system,  but  are  not  coded 
in  such  a  way  to  provide  for  this  breakdown  on  the  computerized 
system.   For  this  reason,  the  manual  system  is  maintained  in  order 
to  provide  the  necessary  breakdown  to  properly  reflect  the  activity 
of  the  various  systems. 

Since  all  of  the  activity  of  the  retirement  systems  is  recorded  in 
the  manual  general  ledger  with  the  use  of  journal  entries,  the  need 
for  more  explicit  information  on  those  journal  entries  is  especially 
important.   These  entries  should  cite  precisely  what  action  is  being 
taken,  along  with  a  reference  as  to  the  source  documents  or  back-up 
information  which  provided  the  justification  for  the  journal  entry. 

Recommendation  #3 

Include  on  all  journal  entries  a  precise  explanation  of  the 
nature  of  the  entry  and  refer  to  the  source  where  detailed 
information  is  available. 
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5.  "Determine  if  the  audit  of  employers'  payrolls  would  justify  the  cost. 

Not  Implemented  -  Again  this  recommendation  has  appeared  on  the  last 
two  audit  reports  with  no  substantial  action  being  taken. 

6.  "Discuss  with  the  investment  division  the  problem  of  late  invest- 
ment reports." 

Our  examination  was  limited  in  scope  in  that  we  were  not  required 
to  perform  any  substantial  auditing  procedures  with  regard  to  in- 
vestments.  The  investments  of  the  various  retirement  systems  were 
audited  by  other  independent  auditors  under  contract  with  the 
legislative  auditors'  office.   However,  there  no  longer  appears  to 
be  any  problem  in  regard  to  late  investment  reports. 

7.  "Establish  a  general  ledger  control  account  for  fixed  assets." 

Not  Implemented  -  Again  this  recommendation  has  appeared  on  the  last 
two  audit  reports.   An  inventory  of  the  fixed  assets  has  been  taken 
by  the  division  at  June  30,  1976,  but  a  general  ledger  control 
account  has  not  been  established. 

8.  "Maintain  the  social  security  program's  general  ledger  on  a  monthly 
basis." 

Partially  Implemented  -  This  recommendation  pertains  to  the  manual 
general  ledger  which  was  being  maintained  at  the  time  of  the  last 
audit  for  the  social  security  trust  fund.   It  was  indicated  that  this 
general  ledger  has  not  been  balanced  for  about  seven  months  prior  to 
the  fiscal  year  end.   Since  that  time,  this  manual  general  ledger 
has  been  discontinued  and  the  computerized  general  ledger  provided 
by  SBAS  is  currently  being  used  to  reflect  the  activity  of  the 
social  security  trust  fund  on  a  monthly  basis. 

However,  when  the  manual  system  was  discontinued,  it  was  not  recon- 
ciled to  the  balances  reflected  in  the  SBAS  general  ledger.   Also, 
adjusting  journal  entries  from  previous  audits  have  never  been  input 
into  the  SBAS  system.   As  a  result  of  this  the  balances  which  were 
reflected  on  SBAS  at  June  30,  1976  were  not  representative  of  the 
social  security  trust  fund.   Although  the  accompanying  financial 
statements  have  been  adjusted  to  properly  reflect  the  accounts  of^ 
the  fund,  the  need  exists  to  maintain  the  social  security  program's 
general  ledger  in  a  manner  which  will  properly  reflect  the  activity 
of  the  fund. 

Recommendation  #4 

Record  adjusting  journal  entries  to  the  social  security  programs* 
general  ledger  which  will  properly  reflect  the  various  accounts 
of  the  fund. 

9.   "Simplify  the  accounting  system  for  recording  social  security 

contributions  and  reconcile  agency  balances  to  the  general  ledger 
balance  on  a  timely  basis." 

Not  Implemented  -  Although  the  accounting  system  has  been  simplified 
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with  the  discontinued  use  of  the  manual  general  ledger,  the  need 
still  exists  to  reconcile  the  various  reporting  agency  balances  to 
the  control  total  in  the  general  ledger.   Although  this  recommenda- 
tion has  appeared  in  the  last  two  audit  reports,  procedures  have  not 
been  implemented  to  accomplish  this  reconciliation. 

The  general  ledger  of  the  social  security  system  should  be  maintained 
in  a  manner  which  will  allow  it  to  be  an  accurate  reflection  of  the 
activity  of  the  fund.   In  order  to  accomplish  this  goal,  it  is  neces- 
sary to  reconcile  the  contributions  control  total  maintained  in  the 
general  ledger  to  the  balances  maintained  for  each  agency.   It  is  for 
this  reason  that  we  concur  with  the  prior  audit  recommendation. 

Recommendation  #5 

The  individual  agency  totals  should  be  reconciled  to  the  control 
total  in  the  social  security  general  ledger  on  a  timely  basis. 

Internal  Accounting  Control  and  Compliance  Weaknesses 

In  conjunction  with  our  examination  of  the  financial  statements  of  the 
retirement  systems,  we  reviewed  and  tested  the  records  and  procedures  for  com- 
pliance with  statutory  and  administrative  requirements.   We  also  reviewed  and 
tested  the  system  of  internal  accounting  controls  to  the  extent  we  considered 
necessary  to  conform  with  generally  accepted  auditing  standards.   The  purpose  of 
these  procedures  is  to  establish  a  basis  for  reliance  upon  the  records  and  pro- 
cedures of  the  system  to  determine  the  nature,  timing,  and  extent  of  other 
auditing  procedures  which  are  deemed  necessary  for  the  expression  of  an  opinion 
on  the  financial  statements.   The  objective  of  these  procedures  is  to  provide 
reasonable,  but  not  absolute,  assurance  that  the  transactions  of  the  system  are 
executed  in  accordance  with  management's  authorization,  that  they  are  recorded  as 
necessary  to  permit  preparation  of  financial  statements  in  conformity  with 
generally  accepted  accounting  principles,  and  to  provide  for  accountability  of 
assets. 

There  are  certain  inherent  limitations  which  should  be  recognized  when  the 
effectiveness  of  any  system  of  internal  accounting  controls  is  considered. 
These  limitations  include  misunderstandings  of  representations  made  by 
management,  errors  in  judgment,  carelessness  or  collusion. 
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It  should  be  pointed  out  that  our  study  and  evaluation  of  the  retirement 
systems'  internal  accounting  control  and  compliance  would  not  necessarily  dis- 
close all  weaknesses  in  the  system.   However,  the  following  comments  pertain  to 
the  weaknesses  encountered  during  our  examination. 
General  Ledger 

Each  retirement  system  included  within  the  Public  Employees'  Retirement 
Division  currently  maintains  two  independent  general  ledger  systems.   The  man- 
ual systems  maintained  by  the  division's  accountant  were  utilized  in  the  prepa- 
ration of  the  accompanying  financial  statements.   The  general  ledgers  provided 
by  the  statewide  budgeting  and  accounting  system  were  utilized  in  the  prepara- 
tion of  the  accompanying  financial  statements  for  the  social  security  trust  fund. 

As  was  previously  indicated,  the  general  ledger  provided  by  SBAS  has  not  been 
adapted  to  meet  the  requirements  of  the  retirement  systems.   The  accounts  which 
are  necessary  in  order  to  prepare  meaningful  financial  statements  have  not  been 
maintained.   The  various  funds  (annuity  savings,  pension  accumulation  and  annuity 
savings  interest),  which  combine  to  form  the  agency  fund  are  not  being  maintained 
in  a  manner  which  will  provide  meaningful  balances  of  these  funds.   Proper  seg- 
regation of  the  various  transactions  of  the  retirement  systems  is  not  being  per- 
formed.  The  SBAS  system  does,  however,  provide  a  meaningful  cash  balance  of 
the  funds  on  deposit  with  the  State  Treasurer. 

The  manual  general  ledger  maintained  by  the  division's  accountant  provides 
a  summarization  of  the  transactions  of  the  various  retirement  systems.   However, 
the  accounting  methods  and  accounts  which  are  utilized  in  the  manual  system  do 
not  easily  provide  for  the  preparation  of  meaningful  financial  statements. 
Account  classifications  as  shown  on  the  statement  of  income  and  disbursements 
prepared  by  the  staff  of  the  division  do  not  clearly  reflect  the  activity  of 
the  system  or  agree  with  the  manual  general  ledger. 

It  is  our  opinion  that  the  maintenance  of  two  general  ledger  systems  by 
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each  retirement  system  in  the  division  is  a  duplication  of  effort,  and  that  the 
computerized  general  ledger  provided  by  the  Statewide  Budgeting  and  Accounting 
System  should  be  utilized  as  the  sole  general  ledger  of  each  retirement  system. 
Before  this  can  be  accomplished,  however,  certain  modifications  must  be  made  to 
the  SBAS  system  which  will  allow  it  to  be  a  proper  reflection  of  the  activity 
of  the  individual  systems. 

These  modifications  should  assure  that  individual  accounts  or  control 
totals  are  maintained  for  such  things  as  member  contributions,  employer  con- 
tributions, benefit  payments,  refunds,  various  fund  balances,  etc.   Additionally, 
subsidiary  ledgers  which  will  provide  the  necessary  information  to  properly 
reflect  the  changes  in  the  various  fund  balances  should  be  established  and 
maintained.   These  subsidiary  ledgers  should  be  reconciled  to  the  control 
totals  maintained  in  the  general  ledger  on  a  monthly  basis. 

Budgeted  entries  which  serve  to  accrue  contributions  and  investment  income 
should  be  recorded  in  memorandum  form  only  so  that  a  misstatement  of  fund 
balances  does  not  occur  for  interim  financial  statement  purposes.   As  pointed 
out  in  the  industry  audit  guide  for  Audits  of  State  and  Local  Governmental 
Units,   "The  adoption  of  a  budget  providing  for  estimates  of  operating  revenue 
and  expenses  is  recommended  as  an  aid  to  good  management  and  sound  financial 
planning.   However,  for  purposes  of  achieving  flexibility  in  management  and  fi- 
nancial planning,  authorities  generally  recommend  that  such  budgets  be  retained 
in  memorandum  form  and  not  be  subjected  to  formal  budgetary  accounting  and 
control." 

Recommendation  #6 

Adapt  the  computerized  general  ledger  provided  by  SBAS  to  meet 
the  specific  requirements  of  the  retirement  systems. 

Recommendation  #7 

Discontinue  the  use  of  the  manual  general  ledgers  maintained  by 
the  division's  accountant  as  soon  as  the  computerized  system 
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is  adapted  to  meet  the  specific  requirements  of  the  retirement 
systems. 

Recommendation  #8 

Establish  subsidiary  ledgers  which  will  provide  the  necessary 
information  to  properly  reflect  the  changes  in  the  various 
fund  balances. 

Recommendation  //9 

Reconcile  subsidiary  ledgers  to  the  control  totals  in  the 
general  ledger  on  a  monthly  basis. 

Recommendation  //10 

Evaluate  the  need  for  formal  budgeted  entries  and  determine 
consistent  procedures  which  will  aid  in  the  meaningful 
preparation  of  interim  financial  statements. 

Land  and  Buildings 

The  land  and  buildings  which  provide  the  offices  of  the  retirement  division 

are  an  investment  of  the  Public  Employees'  Retirement  System.   This  investment  has 

been  recorded  in  the  manual  general  ledger  along  with  the  annual  depreciation 

allowance.   However,  this  investment  has  not  been  recorded  on  the  SBAS  general 

ledger.   It  is  our  opinion  that  the  investment  in  land  and  buildings  should  be 

recorded  on  the  computerized  general  ledger  in  order  to  provide  an  accurate 

reflection  of  the  investments  of  the  retirement  system. 

Recommendation  #11 

Record  the  investment  in  land  and  buildings  on  the  computerized 
general  ledger  provided  by  SBAS. 

Board  of  Administration  Minutes 

The  approved  minutes  of  the  Board  of  Administration  of  the  Public  Employees' 
Retirement  Division  should  play  an  important  role  in  the  overall  system  of 
internal  control. 

When  the  field  work  of  our  engagement  began  on  June  30,  1976,  the 
minutes  of  the  Board  of  Administration  had  not  been  typed  or  approved,  for 
approximately  two  years  prior  to  that  time.   Notes  had  been  kept  of  the  proceedings 
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which  took  place  at  the  meetings  and  these  notes  were  utilized  to  prepare  the 
minutes  of  the  board.   As  of  the  last  day  of  our  field  work,  December  4,  1976, 
the  minutes  of  the  board  had  been  prepared  through  March  of  the  current  year. 
However,  since  these  minutes  had  not  been  signed  by  the  Board  of  Administration 
they  were  not  a  useful  aid  in  our  examination  of  the  internal  controls  of  the 
retirement  division. 

The  Board  of  Administration  has  the  responsibility  to  determine  who  may 
become  members  and  receive  benefits  under  the  provisions  of  the  retirement  acts. 
The  board  also  has  the  responsibility  to  determine  allowances  made  for  service 
and  disability  to  the  members  of  the  system. 

It  is  our  opinion  that  since  the  retirement  board  approves  or  disapproves 

all  applications  for  membership  along  with  the  benefits  paid  to  members  who 

have  retired  or  become  disabled,  these  actions  should  be  documented  in  the 

board  minutes.   These  minutes  should  be  approved  and  signed  by  the  board  at 

the  next  regular  meeting  which  is  held. 

Recommendation  #12 

Board  of  Administration  minutes  should  be  prepared  on  a 
timely  basis. 

Recommendation  #13 

The  Board  of  Administration  should  approve  and  sign  the  minutes 
of  their  meetings  in  a  timely  manner. 

Membership  Savings  Accounts 

As  previously  indicated,  contributions  from  member  employees  are  required 

to  be  maintained  in  individual  accounts  within  the  annuity  savings  fund.   As 

of  the  date  of  the  last  audit  report  membership  savings  accounts  had  not  been 

fully  converted  to  a  computerized  system.   As  of  the  date  of  this  report,  the 

situation  was  the  same. 

We  have  been  unable  to  obtain  a  balanced  listing  of  the  membership  savings 

accounts  as  of  June  30,  1976.   The  lack  of  individual  account  balances  has  caused 
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us  not  to  confirm  a  random  sample  of  these  balances  with  the  individual  members 
of  the  retirement  systems. 

This  weakness  which  exists  in  membership  savings  accounts  has  had  a  negative 
effect  upon  both  refunds  and  transfers  to  the  pension  accumulation  fund  for  members 
who  have  retired.   In  many  instances,  refunds  have  been  calculated  prior  to  the 
actual  postings  to  the  membership  accounts.   This  has  increased  the  possibility 
of  refunding  an  incorrect  amount  to  the  members  who  have  withdrawn  from  the  systems. 

Additionally  transfers  to  the  pension  accumulation  fund  cannot  be  made  for 
members  who  have  retired  until  a  correct  balance  is  obtained  in  the  membership 
savings  accounts.   This  has  caused  both  the  annuity  savings  fund  and  the  annuity 
savings  interest  fund  to  be  overstated  and  the  pension  accumulation  fund  to  be 
understated  in  the  accompanying  financial  statements. 

It  is  quite  obvious  that  the  retirement  division's  first  priority  should  be  to 
take  the  necessary  steps  to  finalize  the  conversion  to  the  computerized  system 
for  membership  savings  accounts.   The  balances  which  are  obtained  should  be  a 
reflection  of  the  control  totals  which  should  be  established  for  the  annuity 
savings  fund  and  annuity  savings  interest  fund  within  the  general  ledger  of  each 
retirement  system. 

The  balances  in  these  funds  should  be  reconciled  to  the  computerized  listings 
of  membership  savings  accounts  on  a  monthly  basis  or  as  often  as  practical. 

Transfers  to  the  pension  accumulation  fund  for  members  who  have  retired  should 
be  made  in  a  timely  manner  in  order  to  provide  for  an  accurate  reflection  of  the 
various  fund  balances. 

Another  weakness  which  exists  in  regard  to  membership  savings  accounts  is 
the  lack  of  procedures  designed  to  assure  that  the  funds  which  are  collected 
from  the  individual  reporting  agencies  are  in  fact  correct.   Procedures 
are  implemented  which  verify  that  the  amount  contributed  is  the  correct 
percentage  of  the  reported  wages.   However,  there  are  no  procedures  which 
verify  that  the  reported  wages  are  correct. 
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In  review  of  this  weakness,  it  was  determined  that  the  Department  of 
Community  Affairs  does  perform  a  limited  review  of  the  payroll  deductions  with- 
held from  members  of  the  retirement  system.   This  review  includes  the  amounts 
withheld  for  contributions  to  the  retirement  system  on  a  sample  basis.   Addi- 
tionally, no  special  audit  procedures  are  performed  by  the  Department  of  Com- 
munity Affairs  in  respect  to  the  Public  Employees'  Retirement  Division. 

It  is  our  opinion  that  the  weakness  in  the  internal  controls  relating  to 
the  verification  of  reported  wages  are  not  materially  strengthened  by  the 
limited  procedures  performed  by  the  Department  of  Community  Affairs.   Addition- 
al procedures  should  be  implemented  which  are  designed  to  provide  reasonable 
assurance  that  the  reported  wages  are  correct.   When  the  cost  of  auditing  a 
sample  of  the  reporting  agencies  is  considered,  it  is  our  opinion  that  since  the 
Department  of  Community  Affairs  currently  performs  limited  auditing  procedures 
in  regard  to  this  area,  the  Board  of  Administration  should  consider  meeting  with 
a  representative  of  the  Department  to  develop  procedures  which  can  be  implemented 
to  strengthen  the  procedures  currently  in  use.   In  view  of  the  preceding  dis- 
cussion the  following  recommendations  are  made: 
Recommendation  #14 

Continued  effort  should  be  made  to  finalize  the  conversion  to  the 
computerized  system  for  membership  savings  accounts. 

Recommendation  #15 

Procedures  should  be  implemented  which  will  provide  for  the 
strengthening  of  the  internal  controls  relating  to  the 
verification  of  wages  which  are  reported  by  the  individual 
agencies  of  the  retirement  division. 

Recommendation  #16 

Membership  savings  accounts  should  be  reconciled  to  control 
totals  within  the  general  ledger  as  often  as  practical. 

Contributions 

As  previously  indicated,  contributions  from  member  employees  and  employers 
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are  the  major  source  of  funds  to  the  various  retirement  systems.   In  some 
instances  the  reports  which  indicate  the  amount  of  contributions  due  the  various 
retirement  systems  are  not  accompanied  by  the  funds.   In  this  situation,  the 
difference  between  the  amount  due  and  the  amount  collected  is  accumulated  in  a 
memorandum  over  and  short  account.   This  account  does  not  appear  in  the 
general  ledger. 

It  is  our  opinion  that  since  the  retirement  system  knows  the  amount  which  is 
due  them  at  the  time  the  collection  report  is  received,  a  formal  entry  should 
be  made  to  an  appropriate  account  within  the  general  ledger  which  will  account 
for  funds  which  were  not  received  with  the  collection  report.   This  recommendation 
is  not  intended  to  provide  an  accrual  of  all  substantial  receivables  during  the 
interim  months  of  the  fiscal  year  because  in  most  cases  the  funds  accompany  the 
collection  report.   The  purpose  of  this  recommendation  is  to  assure  that 
proper  accounting  controls  are  implemented  which  will  properly  reflect  this  type 
of  transaction. 

During  further  evaluation  of  the  internal  controls  relating  to  contributions, 
it  was  noticed  that  in  one  instance  the  repurchase  of  service  time  by  members 
who  had  previously  withdrawn  from  a  system  were  deposited  into  another  system. 
Although  the  staff  of  the  retirement  division  detected  this  problem  at  a  later 
date,  it  indicates  a  need  for  stronger  internal  controls. 

This  weakness  is  a  direct  result  of  the  situation  which  exists  in  membership 

savings  accounts  as  described  earlier. 

Recommendation  //17 

Accounting  controls  should  be  established  within  the  general 
ledger  to  reflect  collection  reports  which  are  received  without 
the  corresponding  amount  which  is  due. 

Benefits 

During  our  review  of  the  internal  control  system  relating  to  benefits,  certain 

weaknesses  appeared  which  bear  mention. 
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Determining  how  to  assure  that  benefit  payments  cease  upon 
the  death  of  retired  members  appears  to  be  a  problem  which  is  encountered  by 
most  retirement  systems.   It  is  the  opinion  of  the  administrator  of  the  division 
that  the  member's  bank  has  the  responsibility  to  inform  the  retirement  division 
upon  the  death  of  one  of  their  clients  who  was  drawing  a  retirement  benefit. 
Although  we  do  not  disagree  with  this  statement,  it  is  our  opinion  that  additional 
procedures  should  be  implemented  which  will  guard  against  this  type  of  transaction. 

Additionally,  there  is  a  weakness  with  regard  to  the  procedures  used  for  the 
review  of  members  who  are  on  disability  status.   Currently  there  are  no 
statutory  requirements  which  require  an  annual  or  periodic  review  of  the  medical 
condition  of  a  member  receiving  disability  benefits.   This  review  is  at  the 
discretion  of  the  Board  of  Administration.   It  has  been  the  policy  of  the  board 
to  maintain  a  file  of  members  they  wish  to  review.   Once  an  individual's  name  is 
removed  from  this  file,  no  further  review  is  performed  unless  additional 
circumstances  come  to  the  attention  of  the  Board.   Under  the  current  situation 
it  is  quite  possible  to  remove  an  individual's  name  from  this  file  to  avoid 
being  reviewed  by  the  Board.   It  is  our  opinion  that  the  review  of  members 
who  are  drawing  a  disability  benefit  should  be  mandatory  for  at  least  the  first 
three  years  following  the  approval  of  the  benefit.   Additionally,  a  review  should 
take  place  at  periodic  times  after  this  which  will  determine  the  continued 
eligibility  of  the  member  to  draw  a  disability  benefit.   This  review  should  include 
a  statement  by  a  physician  which  attests  to  the  permanent  incapacity  of  the  member 
along  with  a  review  of  the  income  earned  by  the  disabled  member  as  required  by 
Section  68-2202  of  R.C.M.  1947. 

In  regard  to  the  policemans'  retirement  system,  the  various  class  one  and  two 
cities  which  comprise  the  system,  make  the  determination  as  to  what  employees 
are  entitled  to  retirement  or  disability  benefits.   The  Board  of  Administration 
does  not  have  the  statutory  power  to  review  these  determinations.   The  local 
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authorities  calculate  the  benefit  using  the  creditable  service  and  final  salary 
information  maintained  in  their  respective  cities.   The  sole  function  of  the 
retirement  division  is  to  maintain  individual  balances  for  each  city  and  to  provide 
the  administrative  personnel  to  collect  and  disburse  the  funds  of  the  systems. 

This  results  in  a  situation  whereby  the  fourteen  cities  which  comprise  the 
retirement  system  are  in  some  respects  independent  of  one  another.   This  problem 
is  compounded  when  it  is  considered  that  each  city  is  in  a  different  funding 
position  from  an  actuarial  standpoint.   The  policemans1  retirement  system  also 
differs  from  the  other  retirement  systems  in  the  division  in  that  the  warrants 
made  payable  to  its  members  for  benefit  payments  are  mailed  from  the  division's 
offices  where  as  the  warrants  for  benefit  payments  from  the  other  retirement 
systems  are  mailed  by  the  State  Treasurer's  office. 

It  is  our  opinion  that  the  overall  system  of  internal  control  would  be 
enhanced  if  the  Board  of  Administration  reviewed  all  applications  for  transfers 
from  active  to  reserve  status  for  the  police  retirement  system.   Also,  files 
should  be  maintained  at  the  division  which  contain  the  necessary  information 
to  administer  the  system. 

Additionally,  benefit  warrants  should  be  issued  in  a  manner  consistent 
with  the  procedures  used  by  the  other  retirement  systems  in  the  division. 
Finally,  consideration  should  be  given  to  consolidating  the  fourteen  cities  into 
a  single  retirement  system  for  administration  purposes.   Provisions  should 
be  made  to  collect  additional  funds  from  cities  which  are  currently  in  an  unfunded 
situation  so  that  the  cities  which  have  funded  their  system  do  not  have  to 
fund  the  cities  which  have  not. 

In  view  of  the  preceding  discussions,  the  following  recommendations  are 

made: 

Recommendation  #18 

Determine  and  implement  procedures  designed  to  assure  that 
benefit  payments  cease  upon  the  death  of  a  retired  member. 

-19- 

HOLMES  &   TURNER 

CCRTirtCD    PJIltC    ACCOUNTANT! 


Recommendation  #19 

Consider  legislation  which  will  provide  for  statutory  guide- 
lines in  regard  to  the  review  of  members  who  are  receiving 
disability  benefits  and  establish  stronger  internal  controls 
to  accomplish  this  review. 

Recommendation  #20 

Consider  legislation  which  will  effectively  consolidate  the 
various  cities  which  comprise  the  policeman's  retirement 
system  into  one  unit  for  administration  purposes. 

Recommendation  #21 

Perform  the  administrative  functions  of  the  policeman's 
retirement  system  in  a  manner  which  is  consistent  with  that 
of  the  other  retirement  systems  within  the  division. 


Conclusion 


The  contents  of  this  report  have  been  reviewed  with  the  administrator  of 
the  retirement  division  along  with  the  pertinent  members  of  his  staff.   We 
would  like  to  extend  our  appreciation  for  the  cooperation  extended  us  by  all 
of  those  involved  during  the  course  of  our  engagement. 
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WILLIAM    B     HOLMES     C  PA 
ERNEST  J     TURNER.   OP  A 


300  NORTH   WILLSON 

PO    BOX   1246   •   BOZEMAN     MONTANA   59715 

(4061    587-4266 


The  Legislative  Audit  Committee  of  the 
Montana  State  Legislature: 


We  have  examined  the  financial  statements  of  the  agency  funds  of  Public 
Employees'  Retirement  System,  Montana  Judges'  Retirement  System,  Montana 
Game  Wardens'  Retirement  System  and  Highway  Patrol  Retirement  System  for 
the  two  fiscal  years  ended  June  30,  1976,  listed  in  the  foregoing  table  of 
contents.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the  accounting 
records  and  other  such  auditing  procedures  as  we  considered  necessary  in 
the  circumstances,  except  as  noted  in  the  following  paragraphs. 

Because  of  major  inadequacies  in  the  various  system's  accounting  records  for 
members'  savings  and  fund  transfers  upon  retirement,  it  was  not  practical  to 
extend  our  auditing  procedures  to  enable  us  to  express  an  opinion  on  the 
financial  statements  as  they  relate  to  the  Annuity  Savings  Fund,  Pension 
Accumulation  Fund  and  Annuity  Savings  Interest  Fund  at  June  30,  1976  and 
the  results  of  operations  of  such  funds  for  the  two  fiscal  years  then  ended. 

We  did  not  examine  the  investments  or  investment  income  of  the  various 
agency  funds.   These  investments  and  related  income  constitute  the  following 
percentages  of  the  respective  totals. 


Investments 
To  Total  Assets  At 
June  30,  1976 

Public  Employees'  Retirement  System  65% 

Montana  Judges'  Retirement  System  40% 

Game  Warden's  Retirement  System  42% 

Highway  Patrol  Retirement  System  42% 


Investment 
Income  to  Total 
Income 

28% 
34% 
42% 
27% 


These  investments  were  examined  by  other  auditors  whose  report  thereon  has 
been  furnished  to  us,  and  our  opinion  expressed  herein,  insofar  as  it  relates 
to  the  amounts  included  for  investments  and  investment  income,  is  based 
solely  on  the  opinion  of  the  other  auditors. 

In  our  opinion,  except  for  the  effect  of  not  stating  investments  at  market 
value  and  not  recognizing  unrealized  gains  and  losses,  as  stated  in  the  report 
of  the  other  auditors  who  audited  the  investments  and  investment  income,  the 
financial  statements  of  Public  Employees'  Retirement  System,  Montana  Judges' 
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Retirement  System,  Montana  Game  Wardens'  Retirement  System  and  Highway  Patrol 
Retirement  System  relative  to  the  agency  fund  in  total  present  fairly  the 
financial  position  of  the  agency  fund  at  June  30,  1976  and  the  results  of 
operations  of  said  funds  for  the  two  fiscal  years  then  ended,  in  conformity 
with  generally  accepted  accounting  principles  applied  on  a  consistent  basis. 


///.,..  s^z.. 


Bozeman,  Montana 
December  22,  1976 
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FINANCIAL  STATEMENTS 


PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 

AGENCY  FUND 
BALANCE  SHEET 
JUNE  30,  1976 

EXHIBIT  1-A 


ASSETS 

Cash  on  deposit  with  State  Treasurer 

Accrued  investment  income  receivable  (Note  1) 

Accrued  contributions  receivable  (Note  6) 
Employee 
Employer 

Accounts  receivable  -  other 

Investments  (Note  1) 

Investment  in  land  and  building  (Note  8) 
Unamortized  deferred  gains  and  losses  (Note  1) 

Deferred  obligations  (actuarial  reserve 
deficiency  as  of  June  30,  1974 ,  Note  2) 


$    1,100,246 
2,371,088 

587,961 
504,059 

2,704 

138,966,613 

157,499 

226,071 

70,900,000 
$   214,816,241 


LIABILITIES,  RESERVES  AND  FUND  BALANCE 


Fund  Balances  -  exhibit  1-B 
Annuity  savings  fund 
Annuity  savings  interest  fund 
Pension  Accumulation  fund 


Unamortized  mortgage  discounts  (Note  1) 

Actuarial  deficiency  (Unfunded  liability  per 
actuary  as  of  June  30,  1974,  Note  2) 


$  60,494,030 
14,676,089 
68,590,400 

143,760,519 

155,722 

70,900,000 
$   214,816,241 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES 

YEARS  ENDED  JUNE  30,  1975  AND  1976 

EXHIBIT  1-B 


Annuity      Annuity      Pension 
Savings      Savings   Accumulation 
Fund     Interest  Fund    Fund         Total 


Fund  balance,  July  1,  1974   $  43,397,766  $  15,687,589  $  47,629,156  $  106,714,511 


Prior  year  adjustments 
(Note  3) 


(43,144)      (43,144) 


Additions  -  Revenue  1975, 

exhibit  1-C  10,610,028 


17,115,393    27,725,421 


Deductions  -  Expenditures 
1975,  exhibit  1-D 


(2,736,379)     (309,937)   (7,542,173)   (10,588,489) 


Inter-fund  transfers 
(Note  4) 


(319,932)     (170,583)     490,515 


Transferred  to  other 
systems  (Note  5) 


(674,211)     (93,305)     (514,910)    (1,282,426) 


Fund  balance  June  30, 
1975 


50,277,272   15,113,764   57,134,837   122,525,873 


Additions  -  Revenue  1976, 
exhibit  1-C 


13,563,327       12,225   21,404,020    34,979,572 


Deductions  -  Expenditures 
1976,  exhibit  1-D 


(3,296,063)     (437,521)   (9,912,052)   (13,645,636) 


Inter-fund  transfers 
(Note  4) 


95 


(498) 


40: 


Transferred  to  other 
systems 


(50,601)     (11,881)     (36,808)      (99,290) 


Fund  balance,  June  30, 
1976 


$  60,494,030  $  14,676,089  $  68,590,400  $  143,760,519 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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PUBLIC  EMPLOYEES*  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  REVENUE 

YEARS  ENDED  JUNE  30,  1975  AND  1976 

EXHIBIT  1-C 


Annuity      Annuity      Pension 
Savings      Savings     Accumula- 
Fund    Interest  Fund   tion  Fund 


Year  ended  June  30,  1975 
Member  contributions 
(Note  6) 

Employer  contributions 
(Note  6) 

Transferred  from  social 
security 

Investment  income 
(Notes  1  and  7) 

Administrative  fees 

Other  income 


Total 


$  10,610,028  $ 


$  10,610,028  $_ 


$  10,610,028 


8,520,869    8,520,869 


472,969 


472,969 


8,il6,805    8,116,805 
4,750        4,750 


$  17,115,393  $  27,725,421 


Year  ended  June  30,  1976 
Member  contributions 
(Note  6) 

Interest  on  contributions 

Employer  contributions 
(Note  6) 

Transferred  from  social 
security 

Investment  income 
(Notes  1  and  7) 

Administrative  fees 

Other  income 


$  13,563,327  $ 


12,225 


11,157,195 

602,577 

9,607,177 

5,000 

32,071 


$  13,563,327 
12,225 

11,157,195 

602,577 

9,607,177 

5,000 

32,071 


$  13,563,327  $     12,225  $  21,404,020  $  34,979,572 


The  accompanying  notes  and  an  integral  part  of  this  financial  statement. 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  EXPENDITURES 

YEARS  ENDED  JUNE  30,  1975  AND  1976 

EXHIBIT  1-D 


Annuity     Annuity       Pension 
Savings     Savings      Accumula- 
Fund    Interest  Fund   tion  Fund 


Year  ended  June  30,  1975 
Refund  of  member 
contributions 

Benefit  payments 

Other  expense 

Transferred  to  ear- 
marked revenue 
account 


Year  ended  June  30,  1976 
Refund  of  member 
contributions 

Benefit  payments 

Transferred  to  ear- 
marked revenue 
account 


Total 


$  2,736,379   $  309,937    $       -    $   3,046,316 

7,211,465     7,211,465 
2,862         2,862 


327,846 


327,846 


$  2,736,379   $  309,937    $  7,542,173   $  10,588,489 


$  3,296,063   $  437,521    $       -    $   3,733,584 

9,584,572     9,584,572 


327,480 


327,480 


$  3,296,063  $  437,521    $  9,912,052   $  13,645,636 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 

AGENCY  FUND 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1976 


1 .  Investments,  Investment  Income,  Accrued  Investment  Income  Receivable, 
Deferred  Gains  and  Losses,  Unamortized  Mortgage  Discounts. 

Due  to  a  limitation  in  scope,  we  did  not  examine  the  above 
investment  related  accounts  which  are  reflected  in  the  accompanying 
financial  statements.   Our  examination  was  limited  to  a  direct 
confirmation  with  other  independent  auditors  who  performed  this 
examination.   This  confirmation  represented  investments  to  be 
$119,189,223  and  $139,122,858  at  June  30,  1975  and  June  30,  1976 
respectively. 

2.  Deferred  Obligations  -  Actuarial  Deficiency. 

The  amount  of  $70,900,000  stated  as  a  deferred  obligation  and  also 
as  an  actuarial  deficiency  on  the  balance  sheet  represents  the 
"Unfunded  Liability"  as  determined  by  the  system's  actuary  as  of 
June  30,  1974.   At  the  completion  of  our  field  work,  a  full  actuarial 
study  has  not  been  completed  for  the  year  ending  June  30,  1976. 
The  study  completed  as  of  June  30,  1974  is  the  latest  actuarial 
report  available  since  studies  are  only  performed  every  two  years. 
It  should  be  noted  that  Sheriffs'  Retirement  System  was  a  part  of 
Public  Employees'  Retirement  System  at  June  30,  1974. 

3.  Prior  Year  Adjustment. 

The  amount  shown  as  a  prior  year  adjustment  represents  a  change 
in  accounting  method  from  the  completed  transaction  method  to  the 
deferral  method  of  accounting  for  gains  and  losses  on  bond  trades. 

4.  Inter-Fund  Transfers. 

In  prior  years,  contributions  and  interest  earned  on  contributions 
standing  to  the  credit  of  retiring  members  were  transferred  from 
the  annuity  savings  fund  (A.S.F.)  and  the  annuity  savings  interest 
fund  (A.S.I.F.)  to  the  pension  accumulation  fund  (P.A.F.)  upon 
retirement.   Due  to  the  conversion  of  member  savings  accounts  to 
data  processing,  the  transfers  have  not  been  completed.   This  causes 
a  misstatement  of  the  various  fund  balances  which  comprise  the  total 
agency  fund  balance  in  the  accompanying  financial  statements.   However, 
these  transfers  do  not  affect  the  agency  fund  balance  in  total. 
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PUBLIC  EMPLOYEES*  RETIREMENT  SYSTEM 

AGENCY  FUND 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1976 


5.   Transfer  to  Other  Systems. 

Montana  Sheriffs'  Retirement  System  was  created  on  July  1,  1974  as 
an  outgrowth  of  Public  Employees'  Retirement  System.   The  transfer 
of  member  savings  accounts  from  Public  Employees'  Retirement  System 
to  Sheriffs'  Retirement  System  was  completed  shortly  after  the  creation 
of  the  new  system.   However,  the  transfer  of  the  pension  accumulation 
fund  and  the  annuity  savings  interest  fund  was  not  completed  until 
June  30,  1976. 

We  were  unable  to  satisfy  ourselves  as  the  the  correctness  of  the 
transfer  from  Public  Employees'  Retirement  System  to  Sheriffs' 
Retirement  System  of  the  pension  accumulation  fund  and  the  annuity 
savings  interest  fund  in  the  amount  of  $480,383  and  $79,084 
respectively,  because  workpapers  used  to  prepare  the  transfer  were 
not  available. 


6.  Contributions. 

Member  contribution  rates 

1975  5.75%  of  salary 

1976  6.00%  of  salary 

Employer  contribution  rates 

1975  4.90%  of  salary 

1976  5.20%  of  salary 

7.  Change  in  Accounting  Method. 

In  prior  years,  investment  income  was  allocated  between  the  annuity 
savings  interest  fund  and  the  pension  accumulation  fund  by  the 
system's  actuary.   The  allocation  for  the  fiscal  years  ended  June  30, 
1974,  1975,  and  1976  is  being  delayed  until  the  member  savings 
accounts  are  converted  to  data  processing  so  that  a  proper  allocation 
can  be  made.   Total  investment  income  of  $6,601,358,  $8,116,805  and 
$9,607,177  for  the  fiscal  years  ended  June  30,  1974,  1975,  and  1976  has 
been  allocated  entirely  to  the  pension  accumulation  fund  until  a 
proper  allocation  can  be  made. 
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PUBLIC  EMPLOYEES*  RETIREMENT  SYSTEM 

AGENCY  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1976 


8.   Land  and  Building. 


The  investment  in  land  and  building  is  reflected  at  costs  of 
$26,250  and  $160,706  respectively.   Accumulated  depreciation  of 
$29,457  is  reflected  against  the  building  investment  resulting  in 
a  net  book  value  of  $157,499. 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 

AGENCY  FUND 
BALANCE  SHEET 
JUNE  30,  1976 

EXHIBIT  2 -A 


ASSETS 

Cash  in  State  Treasury 
Cash  on  hand 

Accrued  investment  interest  receivable  (Note  1) 

Accrued  contributions  receivable  -  employer 

Investments  (Note  1) 

Deferred  obligations  (actuarial  reserve  deficiency 
as  of  June  30,  1974,  Note  2) 


$      9,544 
30 

25,839 

7,968 

1,437,342 

2,138,000 
$   3,618,723 


LIABILITIES,  RESERVES  AND  FUND  BALANCE 


Fund  balances  -  exhibit  2-B 

Annuity  savings  fund  (Note  5) 
Annuity  savings  interest  fund  (Note  3) 
Pension  accumulation  fund  (Notes  3  and  5) 
Deferred  mortgage  discount  reserve 


Actuarial  deficiency  (unfunded  liability  per  actuary 
as  of  June  30,  1974,  Note  2) 


$    377,360 

94,110 

1,008,683 

570 

1,480,723 

r 

2,138,000 
$   3,618,723 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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MONTANA  JUDGES*  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES 

YEARS  ENDED  JUNE  30,  1975  AND  1976 

EXHIBIT  2-B 


Annuity     Annuity     Pension    Mortgage 

Savings     Savings  Accumulation  Discount 

Fund    Interest  Fund   Fund       Reserve 


Fund  balance,  July  1, 
1974 

Additions  -  revenue 
1975,  exhibit  2-C 

Deductions  -  expenditures 

1975,  exhibit  2-D 

Amortization  -  mortgage 
discount 

Inter-fund  transfers, 
note  5 

Fund  balance,  July  1, 
1975 

Additions  -  revenue 

1976,  exhibit  2-C 

Deductions  -  expenditures 
1976,  exhibit  2-D 

Amortization  -  mortgage 
discount 

Inter-fund  transfers, 
note  5 

Fund  balance,  June  30, 
1976 


Total 


289,946  $ 
43,603 


94,110  $ 


718,595  $ 

234,654 

(95,640) 


333,549 
43,811 


94,110 


857,609 
244,086 
(93,012) 


$   377,360  $    94,110  $  1,008,683  $ 


1,139  $  1,103,790 
278,257 
(95,640) 
(284)       (284) 


855 


(285) 


1,286,123 
287,897 
(93,012) 
(285) 


570  $ 


1,480,723 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  REVENUE 

YEARS  ENDED  JUNE  30,  1975  AND  1976 

EXHIBIT  2-C 


Year  ended  June  30,  1975 
Member  contributions 
(Note  4) 


Annuity 
Savings 
Fund 


$    43,603 


Pension 
Accumulation 
Fund 


Total 


43,603 


Employer  contributions 
(Note  4) 


146,283 


146,283 


Investment  income 
(Notes  1  and  3) 


88,371 


$    43,603     $   234,654 


88,371 


$   278,257 


Year  ended  June  30,  1976 
Member  contributions 
(Note  4) 

Employer  contributions 
(Note  4) 

Investment  income 
(Notes  1  and  3) 


$    43,811 


142,394 


101,692 


43,811     $   244,086 


43,811 
142,394 
101,692 


$   287,897 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  EXPENDITURES 

YEARS  ENDED  JUNE  30,  1975  AND  1976 

EXHIBIT  2-D 


Annuity 
Savings 
Fund 


Pension 
Accumulation 
Fund 


Total 


Year  ended  June  30,  1975 
Retirement  benefits 


93,890 


93,890 


Administrative  fee  to 
Public  Employees' 
Retirement  System 


1,750 


$   95,640 


1,750 


$   95,640 


Year  ended  June  30,  1976 
Retirement  benefits 

Administrative  fee 

Bad  debt 


:    90,997 

$ 

90,997 

2,000 

2,000 

15 

15 

1    93,012 

$ 

93,012 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1976 


1 .   Investments,  Accrued  Investment  Income  Receivable,  Investment  Income. 

Due  to  a  limitation  in  scope,  we  did  not  examine  the  invest- 
ments, accrued  investment  income  receivable,  and  investment 
income  which  are  reflected  in  the  accompanying  financial  state- 
ments.  Our  examination  was  limited  to  a  direct  confirmation 
of  these  amounts  with  other  independent  auditors  who  performed 
this  examination.   This  confirmation  represented  investments 
to  be  $1,244,847  and  $1,437,113  as  of  June  30,  1975  and  June  30, 
1976  respectively. 


2.   Deferred  Obligations  -  Actuarial  Deficiency. 

The  amount  of  $2,138,000  stated  as  a  deferred  obligation  and 
also  as  an  actuarial  deficiency  on  the  balance  sheet  as  of 
June  30,  1976  represents  the  "Unfunded  Liability"  as  deter- 
mined by  the  Systems'  actuary  as  of  June  30,  1974.   Upon 
completion  of  our  field  work,  a  full  actuarial  study  has  not 
been  completed  for  the  year  ended  June  30,  1976.   The  study 
completed  as  of  June  30,  1974  is  the  latest  actuarial  report 
available  since  studies  are  only  performed  every  two  years. 


3.   Changes  in  Accounting  Methods. 

In  fiscal  years  prior  to  June  30,  1973,  investment  income 
was  allocated  between  the  annuity  savings  interest  fund 
(A.S.I.F.)  and  the  pension  accumulation  fund  (P.A.F.)  by  the 
systems'  actuary.   The  allocation  for  the  fiscal  years  ended 
June  30,  1974,  1975,  and  1976  is  being  delayed  until  the 
member  savings  accounts  are  converted  to  data  processing  to 
insure  that  an  accurate  allocation  can  be  made.   Total  invest- 
ment income  of  $86,756,  $88,371,  and  $101,692  for  the  years 
ended  June  30,  1974,  1975,  and  1976  respectively  has  been 
allocated  entirely  to  the  pension  accumulation  fund  (P.A.F.) 
until  a  final  allocation  can  be  made. 


Contributions. 

Contributions  to  Montana  Judges'  Retirement  System  during  the 
two  fiscal  years  ended  June  30,  1976  are  comprised  of  member 
contributions  of  six  percent  of  gross  wages  and  employer 
contributions  of  six  percent  of  gross  wages  plus  twenty-five 
percent  of  district  and  supreme  court  fees  collected. 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1976 


Inter-Fund  Transfers. 

Upon  retirement  from  Montana  Judge's  Retirement  System,  the 
member  contributions  standing  to  the  credit  of  the  retiring 
person  along  with  interest  on  the  contributions  are  transferred 
from  the  annuity  savings  fund  (A.S.F.)  and  annuity  savings  interest 
fund  (A.S.I.F.)  to  the  pension  accumulation  fund  (P.A.F.).   Due 
to  the  conversion  of  member  savings  accounts  to  data  processing 
the  transfers  have  not  been  made.   This  causes  a  misstatement  of  the 
various  fund  balances  which  comprise  the  total  agency  fund  balance 
in  the  accompanying  financial  statements.   However,  these  transfers 
do  not  affect  the  agency  fund  balance  in  total. 
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GAME  WARDENS'  RETIREMENT  SYSTEM 

AGENCY  FUND 

BALANCF  SHEET 

JUNE  30,  1976 

Exhibit  3-A 


ASSETS 


Cash  on  deposit  with  State  Treasurer  $   16,730 

Accrued  investment  income  receivable  (Note  1)  33,198 

Investments,  (Note  1)  1,741,597 

Unamortized  deferred  gains  and  losses  (Note  1)  5,946 

Deferred  obligations  (actuarial  reserve  deficiency 

as  of  June  30,  1974,  Note  2)  2,344,000 


LIABILITIES,  RESERVES  AND  FUND  BALANCE 


$4,141,471 


Fund  balances  -  exhibit  3-B 

Annuity  savings  fund  (Note  3)  $   676,026 

Annuity  savings  interest  fund  (Note  3)                       179,720 

Pension  accumulation  fund  (Note  3)  941, 725 

1,797,471 

Actuarial  deficiency  (unfunded  liability  per  actuary 

as  of  June  30,  1974,  Note  2)  2,344,000 

$4,141,471 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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GAME  WARDENS'  RETIREMENT  SYSTEM 
AGENCY  FUND 
STATEMENT  OF  CHANGES  IN  FUND  BALANCES 
YEARS  ENDED  JUNE  30,  1975  and  1976 
Exhibit  3-B 


Annuity 
Savings 
Fund 


Annuity 
Savings 

Interest  Fund 


Pension 

Accumulation 
Fund 


Total 


Fund  balance  July  1,  1974    $515,807 


$179,720 


$731,437 


$1,426,964 


Prior  year  adjustments 
(Note  6) 


6,338 


6,338 


Additions  -  revenue  1975 
Exhibit  3-C 


77,845 


193,462 


271,307 


Deductions  -  expenditures 

1975,  Exhibit  3-D         (3,955) 

Fund  balance,  June  30,  1975   589,697 

Additions  -  revenue  1976 

Exhibit  3-C  86,690 


179,720 


(98,915) 
832,322 

206,207 


(102,870) 
1,601,739 


292,897 


Deductions  -  expenditures  1976 

Exhibit  3-D  (361) 


(96,804) 


(97,165) 


Inter-fund  transfers 
(Note  3) 


Fund  balance,  June  30, 
1976 


$676,026 


$179,720 


$941,725 


$1,797,471 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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GAME  WARDENS'  RETIREMENT  SYSTEM 
AGENCY  FUND 
STATEMENT  OF  REVENUE 
YEARS  ENDED  JUNE  30,  1975  and  1976 
Exhibit  3-C 


Annuity 
Savings 
Fund 


Annuity 

Savings 

Interest  Fund 


Pension 
Accumulation 
Fund 


Total 


Year  ended  June  30,  1975 
Member  contributions 
(Note  4) 


$  77,845 


$  77,845 


Employer  contributions 
(Note  4) 

Investment  income  (Note 
1,3) 


77,841 
115,621 


77,841 
115,621 


$  77,845 


$  193,462      $  271,307 


Year  ended  June  30,  1976 
Member  contributions 
(Note  4) 


$  86,690 


$   36,690 


Employer  contributions 
(Note  4) 


86,690 


36,690 


Investment  income 
(Notes  1,3) 

Other  income 


119,218 
299 


119,218 
299 


$  86,690 


$  206,207      $  292,897 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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GAME  WARDENS'  RETIREMENT  SYSTEM 
AGENCY  FUND 
STATEMENT  OF  EXPENDITURES 
YEARS  ENDED  JUNE  30,  1975  and  1976 
Exhibit  3-D 


Annuity 

Savings 

Fund 


Annuity 

Savings 

Interest  Fund 


Pension 

Accumulation 

Fund 


Total 


Year  ended  June  30,  1975 
Refund  of  member 
contributions 

Benefit  payments 


$  3,955 


94,703 


$   3,955 
94,703 


Administrative  fee 
(Note  5) 

Other  expense 


$  3,955 


A*m 


$  98,915 


4,212 


$  102,870 


Year  ended  June  30,  1976 
Refund  of  member 
contributions 

Benefit  payments 


$   361 


96,804 


$     361 
96,804 


Administrative  fee 
(Note  5) 


$   361 


$  96,804 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 


$   97,165 
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GAME  WARDENS'  RETIREMENT  SYSTEM 
AGENCY  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1976 

1.  Investments,  Investment  Income,  Accrued  Investment  Income  Receivable  and 
Deferred  Gains  and  Losses. 

Due  to  a  limitation  in  scope,  we  did  not  examine  the  investments, 
investment  income,  accrued  investment  income  receivable  and  the  unamortized 
deferred  gains  and  losses  which  are  reflected  in  the  accompanying 
financial  statements.   Our  examination  was  limited  to  a  direct 
confirmation  of  these  amounts  with  other  independent  auditors  who 
performed  this  examination.   This  confirmation  represented  investments 
to  be  $1,556,575  and  $1,741,599  as  of  June  30,  1975  and  June  30,  1976 
respectively. 

2.  Deferred  Obligations  -  Actuarial  Deficiency. 

The  amount  of  $2,344,000  stated  as  a  deferred  obligation  and  also  as  an 
actuarial  deficiency  on  the  balance  sheet  as  of  June  30,  1976,  represents 
the  "unfunded  liability"  as  determined  by  the  system's  actuary  as  of  June 
30,  1974.   Upon  the  completion  of  our  field  work  a  full  actuarial  study 
has  not  been  completed  for  the  year  ended  June  30,  1976.   The  study  completed 
as  of  June  30,  1974  is  the  latest  actuarial  report  available  since  studies 
are  performed  every  two  years. 

3.  Changes  in  Accounting  Methods. 

In  prior  years  interest  income  was  allocated  between  the  annuity  savings 
interest  fund  (A.S.I.F.)  and  the  pension  accumulation  fund  (P.A.F.)  by  the 
system  actuary.   The  allocation  for  the  fiscal  years  ended  June  30,  1974, 
1975  and  1976  is  being  delayed  until  the  member  savings  accounts  are  converted 
to  data  processing  to  insure  that  an  accurate  allocation  may  be  made. 
Total  income  of  $86,756,  $115,621,  and  $119,218  for  the  years  ended  June 
30,  1974,  1975  and  1976  respectively  has  been  allocated  entirely  to  P.A.F. 
until  a  final  allocation  can  be  made. 

Inter-Fund  Transfer 

In  prior  years,  contributions  and  interest  earned  on  contributions 
standing  to  the  credit  of  retiring  members  were  transferred  from  the 
annuity  savings  fund  (A.S.F.)  and  the  annuity  savings  interest  fund 
(A.S.I.F.)  to  the  pension  accumulation  fund  (P.A.F.)  upon  retirement. 
Due  to  the  conversion  of  member  accounts  to  data  processing,  the 
transfers  have  not  been  completed.   This  causes  a  misstatement  of  the 
various  fund  balances  which  comprise  the  total  agency  fund  balance  in  the 
accompanying  financial  statements.   However,  these  transfers  do  not  affect 
the  agency  fund  balance  in  total. 
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GAME  WARDENS'  RETIREMENT  SYSTEM 
AGENCY  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1976 


Contributions 


Member  contribution  rate: 

Contributions  of  7%  of  salary  are  required  for  the  first  twenty- 
five  years  of  membership.   After  that  time  contributions  are  on  an 
optional  basis. 

Employer  contribution  rate: 

7%  of  salary 

5.  Administrative  Fee 

The  cost  of  administrating  the  retirement  system  is  paid  directly 
to  the  Public  Employees'  Retirement  System  by  member  employers. 
As  a  result  of  this,  these  fees  are  not  reflected  as  an  expenditure 
of  the  Game  Warden's  Retirement  System.   Currently,  these  fees 
amount  to  .003%  of  employees  wages. 

6.  Prior  Year  Adjustments. 

The  amount  shown  as  a  prior  year  and  adjustment  represents  a  change 

in  accounting  method  from  the  completed  transaction  method  to  the  deferral 

method  of  accounting  for  gains  and  losses  on  bond  trades. 
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HIGHWAY  PATROL  RETIREMENT  SYSTEM 

AGENCY  FUND 
BALANCE  SHEET 
JUNE  30,  1976 

Exhibit  4-A 


ASSETS 

Cash  on  deposit  with  State  Treasurer  $   65,190 

Accrued  investment  income  receivable  (Note  1)  76,164 

Accrued  contributions  receivable  (Note  4) 

Employee 

Employer  1,675 

Investments  (Note  1)  3,501,415 

Unamortized  deferred  gains  and  losses  (Note  1)  60,360 

Deferred  obligations  (actuarial  reserve  deficiency 

as  of  June  30,  1974  Note  2)  4,569,000 

$8,273,804 

LIABILITIES,  RESERVES  AND  FUND  BALANCE 

Fund  balances  -  Exhibit  4-B 

Annuity  savings  fund  (Note  5)  $1,098,980 

Annuity  savings  interest  fund  (Notes  3,5)  52,657 

Pension  accumulation  fund  (Notes  3,5)  2 ,553,167 

3,704,804 

Actuarial  deficiency  (unfunded  liability  per  actuary 

as  of  June  30,  1974  Note  2)  4,569,000 

$8,273,804 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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HIGHWAY  PATROL  RETIREMENT  SYSTEM 
AGENCY  FUND 
STATEMENT  OF  CHANGES  IN  FUND  BALANCES 
YEARS  ENDED  JUNE  30,  1975  and  1976 
Exhibit  4-B 


Annuity 
Savings 
Fund 


Annuity 

Savings 

Interest  Fund 


Pension 
Accumulation 

Fund        Total 


Fund  balance  July  1,  1974 


$   743,208 


$  56,583 


$1,772,179   $2,571,970 


Prior  year  adjustments 
(Note  6) 


61,722 


61,722 


Additions  -  revenue  1975 
Exhibit  4-C 

Deductions  -  expenditures  1975 
Exhibit  4-D 

Inter-fund  transfers  1975 
(Note  5) 

Fund  balance  June  30,  1975 

Additions  -  revenue  1976 
Exhibit  4-C 

Deductions  -  expenditures  1976 
Exhibit  4-D 


178,278 

— 

(4,438) 

(673) 

(9,468) 

(1,973) 

907,580 

53,937 

197,665 

- 

(6,265) 

(1,280) 

590,826 


689,854 


769,104 


(259,630)     (264,741) 


11,441 


2,176,538    3,138,055 


887,519 


(313,225)     (320,770) 


Inter-fund  transfers,  1976 
(Note  5) 


Fund  balance,  June  30, 
1976 


$1,098,980 


$  52,657 


$2,553,167   $3,704,804 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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HIGHWAY  PATROL  RETIREMENT  SYSTEM 
AGENCY  FUND 
STATEMENT  OF  REVENUE 
YEARS  ENDED  JUNE  30,  1975  and  1976 
Exhibit  4-C 


Year  ended  June  30. 
1975 

Member  contributions 

Employer  contributions 

Investment  income 

Other  income 


Annuity 
Savings 
Fund 


$  178,278 


$  178,278 


Annuity 

Savings 

Interest  Fund 


Pension 
Accumulation 
Fund 


Total 


$     - 

$178,278 

381,987 

381,987 

203,813 

203,813 

5,026 

5,026 

$590,826 

$769,104 

Year  ended  June  30, 
1976 

Member  contributions 

Employer  contributions 

Investment  income 


$  197,665 


$  197,665 


$   - 
439,865 
249,989 

$689,854 


$197,665 
439,865 
249,989 

$887,519 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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HIGHWAY  PATROL  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  EXPENDITURES 

YEARD  ENDED  JUNE  30,  1975  and  1976 

Exhibit  4-D 


Annuity 

Savings 

Fund 


Annuity 
Savings 

Interest  Fund 


Pension 

Accumulation 
Fund 


Total 


Year  ended  June  30, 
1975 

Refund  of  member  contributions 

Benefit  payments 


$  4,438 


$  4,438 


$   673 


$   673 


259,630 


$  259,630 


$  5,111 

259,630 

$264,741 


Year  ended  June  30, 
1976 

Refund  of  member  contributions 

Benefit  payments 

Other  expense 


$  6,265 


$  6,265 


$1,280 


$1,280 


$ 

$   7,545 

313,165 

313,165 

60 

60 

$  313,225 

$320,770 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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HIGHWAY  PATROL  RETIREMENT  SYSTEM 

AGENCY  FUND 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1976 


1 .  Investments,  Investment  Income,  Accrued  Interest   Income  Receivable,  and 
Unamortized  Gains  and  Losses. 

Due  tc  a  limitation  in  scope,  we  did  not  examine  the  above 
investment  related  accounts  which  are  reflected  in  the  accompanying 
financial  statements.   Our  examination  was  limited  to  a  direct 
confirmation  of  these  amounts  with  other  independent  auditors  who 
performed  this  examination.   This  confirmation  represented  investments 
to  be  $2,961,776  and  $3,501,415  as  of  June  30,  1975  and  June  30,  1976 
respectively. 

2.  Deferred  Obligations  -  Actuarial  Deficiency. 

The  amount  of  $4,569,000  states  as  a  deferred  obligation  and  also 
as  an  actuarial  deficiency  on  the  balance  sheet  as  of  June  30,  1976 
represents  the  "unfunded  liability"  as  determined  by  the  system's 
actuary  as  of  June  30,  1974.   Upon  completion  of  our  field  work  a 
full  actuarial  study  has  not  been  completed  for  the  year  ended  June 
30,  1976.   The  study  completed  as  of  June  30,  1974  is  the  latest 
actuarial  report  available  since  studies  are  only  performed  every 
two  years. 

3.  Change  in  Accounting  Method. 

The  prior  years  investment  income  was  allocated  between  the  annuity 
savings  interest  fund  (A.S.I.F.)  and  the  pension  accumulation  fund 
(P.A.F.)  by  the  system's  actuary.   The  allocation  for  the  fiscal 
years  ended  June  30,  1974,  1975,  and  1976  is  being  delayed  until 
the  member  savings  accounts  are  converted  to  data  processing  to 
insure  that  an  accurate  allocation  may  be  made.   Interest  income  of 
$186,501,  $203,813,  and  $249,989  for  the  years  ended  June  30,  1974, 
1975  and  1976  respectively  has  been  allocated  entirely  to  P.A.F.  until 
a  proper  allocation  can  be  made. 


Contributions. 

Funding  of  employer  contributions  was  charged  by  statute  effective 
July  1,  1974.   Previous  funding  was  changed  from  fifteen  percent  of 
license  fees  paid  to  fifteen  percent  of  gross  wages  for  the  fiscal 
year  ending  June  30,  1975  and  sixteen  percent  of  gross  wages  for  the 
fiscal  year  ending  June  30,  1976.   Employee  contributions  have 
remained  at  six  and  one  half  percent  over  the  two  year  period. 
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HIGHWAY  PATROL  RETIREMENT  SYSTEM 
AGENCY  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1976 


Inter-Fund  Transfers. 

Upon  retirement  from  Highway  Patrol  Retirement  System,  the  member 
contributions  standing  to  the  credit  of  the  retiring  person  along 
with  interest  on  the  contributions  are  transferred  from  the  Annuity 
Savings  Fund  and  the  Annuity  Savings  Interest  Fund  to  the  Pension 
Accumulation  Fund.   Due  to  the  conversion  of  member  savings  accounts 
to  data  processing  the  transfers  have  not  been  made.   This  causes  a 
misstatement  of  the  various  fund  balances  which  comprise  the  total 
agency  fund  balance  in  the  accompanying  financial  statements.   However, 
these  transfers  do  not  affect  the  agency  fund  balance  in  total. 


6.   Prior  Year  Adjustment. 

The  amount  shown  as  a  prior  year  adjustment  represents  a  change  in 
accounting  method  from  the  completed  transaction  method  to  the 
deferral  method  of  accounting  for  gains  and  losses  on  bond  trades. 
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CERTIFIED   PUBLIC  ACCOUNTANTS 


WILLIAM    B     HOLMES.    C.F.A. 
ERNEST  J     TURNER.   C.P  A 


300  NORTH   WILLSON 

P.O.    BOX   1246    •   BOZEMAN.    MONTANA   597 

(406)    587-4266 


The  Legislative  Audit  Committee  of  the 
Montana  State  Legislature: 


We  have  examined  the  financial  statements  of  the  agency  fund  of  the  Montana 
Sheriffs'  Retirement  System  for  the  two  fiscal  years  ended  June  30,  1976 
listed  in  the  foregoing  table  of  contents.   Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and  accordingly 
included  such  tests  of  the  accounting  records  and  other  such  auditing 
procedures  as  we  considered  necessary  in  the  circumstances,  except  as 
noted  in  the  following  paragraphs. 

Because  of  major  inadequacies  in  the  system's  accounting  records  for 
members'  savings  and  fund  transfers  upon  retirement,  it  was  not  practical 
to  extend  our  auditing  procedures  to  enable  us  to  express  an  opinion  on 
the  financial  statements  as  they  relate  to  the  Annuity  Savings  Fund,  Pension 
Accumulation  Fund  and  Annuity  Savings  Interest  Fund  at  June  30,  1976  and 
the  results  of  operations  of  such  funds  for  the  two  fiscal  years  then 
ended. 

We  did  not  examine  the  investments  or  investment  income  of  the  agency  fund, 
which  investments  and  related  income  constitute  95  percent  and  10  percent 
respectively  of  the  related  totals.   These  investments  were  examined  by 
other  independent  auditors  whose  report  thereon  has  been  furnished  to  us. 

We  were  unable  to  satisfy  ourselves  as  to  the  correctness  of  the  transfer 
from  Public  Employees'  Retirement  System  of  the  Pension  Accumulation  Fund  and 
Annuity  Savings  Interest  Fund  upon  creation  of  Montana  Sheriffs'  Retirement 
System.   This  transfer  constitutes  25  percent  of  the  total  agency  fund  balance 
at  June  30,  1976. 

Because  the  circumstances  discussed  in  the  preceding  paragraphs  enter 
materially  into  the  determination  of  financial  position  and  results  of 
operations  for  the  two  fiscal  years  ended  June  30,  1976,  we  do  not  express 
an  opinion  on  the  aforementioned  financial  statements  taken  as  a  whole. 


-y'f 


Bozeman,  Montana 
December  22,  1976 


-48- 


MONTANA  SHERIFFS'  RETIREMENT  SYSTEM 

AGENCY  FUND 
BALANCE  SHEET 
JUNE  30,  1976 

Exhibit  5-A 


ASSETS 


Cash  in  State  Treasury 

Accrued  investment  interest  receivable  (Note  4) 

Accrued  contributions  receivable  (Note  3) 

Employee 
Employer 

Investments  (Note  4) 

Deferred  obligations  (Note  2) 


$   15,988 
30,788 


27,393 
29,522 

2,176,056 


$2,279,747 


LIABILITIES,  RESERVES,  AND  FUND  BALANCES 

Fund  balances  -  Exhibit  5-B  (Notes  1,5) 

Annuity  savings  fund 

Annuity  savings  interest  fund 

Pension  accumulation  fund 

Actuarial  deficiency  (Note  2) 


$1,074,100 
67,007 


_L 

,138, 

640 

2. 

,279, 

747 

$2; 

,279, 

747 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 


-49- 


HOLMtS  tit  TURNER 

II    F'tS    run  tC    ACCOUNTANTS 


MONTANA  SHERIFFS'  RETIREMENT  SYSTEM 
AGENCY  FUND 
STATEMENT  OF  CHANGES  IN  FUND  BALANCES 
YEARS  ENDED  JUNE  30,  1975  and  1976 
Exhibit  5-B 


Annuity 
Savings 
Fund 


Annuity 
Savings 
Interest  Fund 


Pension 
Accumulation 
Fund 


Total 


Fund  balance,  July  1,  1974 

Transfer  from  Fublic  Employees 
Retirement  System  (Note  1) 

Additions  -  revenue  1975 
Exhibit  5-C 

Deductions  -  expenditures 
1975,  Exhibit  5-D 

Inter-fund  transfers 

Fund  balance,  July  1,  1975 

Additions  -  revenue  1976 
Exhibit  5-C 

Deductions  -  expenditures 
Exhibit  5-D 

Inter-fund  transfers 

Fund  balance,  June  30,  1976 


$ 


626,296 


245,288 


(36,760) 


834,824 


306,515 


(67,239) 


$   - 


79,084 


$ 


(4,652) 


74,432 


(7,425) 


480,383    1,185,763 


285,952 


440,297 


531,240 


(20,422)     (61,834) 


745,913    1,655,169 


746,812 


(47,570)     (122,234) 


$1,074,100      $67,007 


$1,138,640   $2,279,747 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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MONTANA  SHERIFFS'  RETIREMENT  SYSTEM 

AGENCY  FUND 

STATEMENT  OF  REVENUE 

YEARS  ENDED  JUNE  30,  1975  and  1976 

Exhibit  5-C 


Year  ended,  June  30,  1975 
Member  contributions  (Note  3) 
Employer  contributions  (Note  3) 
Investment  income  (Note  4) 

Year  ended,  June  30,  1976 
Member  contributions  (Note  3) 
Employer  contributions  (Note  3) 
Investment  income  (Note  4) 


Annuity 
Savings 

Fund 


245,288 


$245,288 


306,515 


Pension 
Accumulation 
Fund 

$ 


262,840 
23,112 


$285,952 


$306,515 


329,835 

110,462 

$440,297 


Total 

$   " 

245,288 

262,840 

23,112 

$531,240 

$   - 
306,515 
329,835 


110,462 


$746,812 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  SHERIFFS*  RETIREMENT  SYSTEM 

AGENCY  FUND 
STATEMENT  OF  EXPENDUTURES 
YEARS  ENDED  JUNE  30,  1975  and  1976 

Exhibit  5-D 


Annuity 
Savings 
Fund 

Year  ended,  June  30,  1975       $ 

Refund  of  member  contributions    36,760 

Benefit  payments  - 


$  36,760 


Annuity 
Savings 
Interest  Fund 


$ 


4,652 


$  4,652 


Pension 
Accumulation 
Fund 


20,422 
$  20,422 


Total 

$   - 

41,412 
20,422 

$   61,834 


Year  ended,  June  30,  1976       $ 
Refund  of  member  contributions    67,239 
Benefit  payments 

$  67,239 


7,425 


$  7,425 


47,570 
$  47,570 


74,664 


47,570 


$  122,234 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  SHERIFFS'  RETIREMENT  SYSTEM 

AGENCY  FUND 

NOTES  TO  THE  FINANCIAL  STATEMENT 

JUNE  30,  1976 

1.  Transfer  From  Public  Employees'  Retirement  System. 

Montana  Sheriffs'  Retirement  System  (S.R.S.)  was  created  on  July  1, 
1974  as  outgrowth  of  Public  Employees'  Retirement  System  (P.E.R.S.). 
The  transfer  of  member  savings  accounts  from  P.E.R.S.  to  S.R.S.  was 
completed  shortly  after  the  creation  of  the  new  system.   However, 
the  transfer  of  the  pension  accumulation  fund  and  the  annuity  savings 
interest  fund  was  not  completed  until  June  30,  1976. 

We  were  unable  to  satisfy  ourselves  as  to  the  correctness  of  the  transfer 

from  P.E.R.S.  to  S.R.S.  of  the  pension  accumulation  fund  and  the  annuity 

savings  interest  fund  because  workpapers  used  to  prepare  the  transfer 
were  not  available. 

2 .  Deferred  Obligations  -  Actuarial  Deficiency. 

A  fundamental  principal  of  financing  the  liabilities  of  a  retirement 
system  is  that  the  costs  of  benefits  should  be  related  to  the  years  in 
which  they  are  earned  rather  than  the  year  in  which  the  are  paid  as  is 
the  case  in  the  accompanying  financial  statements.   This  may  result  in  the 
creation  of  an  unfunded  liability  and  deferred  obligation.   Since  an  actuarial 
study  of  this  liability  has  not  been  completed  since  the  creation  of  the 
retirement  system  on  July  1,  1974,  we  are  unable  to  determine  the  amount  of 
the  deferred  obligation  or  unfunded  liability  of  the  system. 

3.  Contributions. 

Since  the  creation  of  the  Montana  Sheriffs'  Retirement  System  on  July  1, 
1974,  employee  and  employer  contributions  have  consisted  of  7%  and  7.55% 
of  gross  wages. 

4.  Investments,  Accrued  Investment  Income  Receivable,  Investment  Income. 

Due  to  a  limitation  in  scope,  we  did  not  examine  the  above  investment 
related  accounts  of  the  retirement  system  which  are  shown  in  the  accompanying 
financial  statements.   Our  examination  was  limited  to  a  direct  confirmation 
of  these  amounts  with  other  independent  auditors  who  performed  this 
examination.   This  confirmation  represented  investments  to  be  $1,024,170  and 
$2,175,674  as  of  June  30,  1975  and  June  30,  1976  respectively. 

5.  Inter-Fund  Transfers. 

Upon  retirement  for  Montana  Sheriffs'  Retirement  System,  the  member 
contributions  standing  to  the  credit  of  the  retiring  person  along  with 
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MONTANA  SHERIFFS'  RETIREMENT  SYSTEM 
AGENCY  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENT 
JUNE  30,  1976 

5.   Inter-Fund  Transfers,  continued. 

interest  earned  on  the  contributions  are  transferred  from  the  annuity 
savings  fund  (A.S.F.)  and  the  annuity  savings  interest  fund  (A.S.I.F.) 
to  the  pension  accumulation  fund  (P.A.F.).   Due  to  the  conversion  of  member 
savings  accounts  to  data  processing,  these  transfers  have  not  been  made. 
This  causes  a  misstatement  of  the  various  fund  balances  which  comprise 
the  total  agency  fund  balance  in  the  accompanying  financial  statements. 
However,  these  transfers  do  not  affect  the  agency  fund  balance  in  total. 
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■  )lmes  &  turner 

CERTIFIED   PUBLIC   ACCOUNTANTS 


WILLIAM   B     HOLMES.   C.P.A. 
ERNEST  J     TURNER.   C.P.A 


300  NORTH  WILLSON 

PO     BOX    1246    •    BOZEMAN. 

(406)    5874266 


MONTANA   59715 


The  Legislative  Audit  Committee  of  the 
Montana  State  Legislature: 


We  have  examined  the  financial  statements  of  the  agency  fund  of  the 
Statewide  Police  Reserve  Fund  for  the  fiscal  year  ended  June  30,  1976, 
listed  in  the  foregoing  table  of  contents.   Our  examination  was  made 
in  accordance  with  generally  accepted  auditing  standards  and  accordingly 
included  such  tests  of  the  accounting  records  and  other  such  auditing 
procedures  as  we  considered  necessary  in  the  circumstances,  except  as 
noted  in  the  following  paragraphs. 

Because  of  major  inadequacies  in  the  system's  accounting  records  for 
members'  savings  and  fund  transfers  upon  retirement,  it  was  not  practical 
to  extend  our  auditing  procedures  to  enable  us  to  express  an  opinion  on 
the  financial  statements  as  they  relate  to  the  Annuity  Savings  Fund, 
Pension  Accumulation  Fund  and  Annuity  Savings  Interest  Fund  at  June  30, 
1976  and  the  results  of  operations  of  such  funds  for  the  two  fiscal  years 
then  ended. 

We  did  not  examine  the  investments  or  investment  income  of  the  agency  fund, 
which  investments  and  related  income  constitute  97  percent  and  16  percent 
respectively  of  the  related  totals.   A  portion  of  these  investments  were 
examined  by  other  independent  auditors  whose  report  thereon  has  been 
furnished  to  us.   The  remaining  portion  of  these  investments  which  constitutes 
14  percent  of  the  total  were  not  examined  by  other  auditors. 

Because  the  investments  which  were  not  examined  enter  materially  into  the 
determination  of  financial  position  and  results  of  operation  for  the  fiscal 
year  ended  June  30,  1976,  we  do  not  express  an  opinion  on  the  aforementioned 
financial  statements  taken  as  a  whole. 


/         '     ■     ■ 

Bozeman,  Montana 
December  22,  1976 
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STATEWIDE  POLICE  RESERVE  FUND 

AGENCY  FUND 
BALANCE  SHEET 
JUNE  30,  1976 

Exhibit  6-A 


ASSETS 


Cash  on  deposit  with  State  Treasurer 

Accrued  investment  income  receivable 

Accrued  contributions,  receivable 

Employee 
Employer 

Investments,  (Note  5) 

Other  investments  (Note  5) 

Deferred  obligations  (actuarial  reserve 
deficiency  (Note  2) 


LIABILITIES,  RESERVES  AND  FUND  BALANCE 

Fund  balances  -  Exhibit  6-B 

Annuity  savings  fund  (Note  3) 

Annuity  savings  interest  fund  (Notes  1,3,4) 

Pension  accumulation  fund  (Note  4) 


Actuarial  deficiency  (unfunded  liability,  Note  2) 


$    9,375 
21,581 

24,563 
47,919 

3,389,009 

561,750 


$4,054,197 


$1,007,563 

40,509 

3,006,125 

4,054,197 


$4,054,197 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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STATEWIDE  POLICE  RESERVE  FUND 

AGENCY  FUND 

STATEMENT  OF  CHANCES  IN  FUND  BALANCES 

YEAR  ENDED  JUNE  30,  1976 

Exhibit  6-B 


Annuity 

Annuity 

Pension 

Savings 

Savings 

Accumulation 

Fund 

$ 

Interest  Fund 
$   - 

Fund 

Fund  balance,  July  1,  1975 

$ 

Transferred  from  local 

retirement  systems 

738,975 

40,509 

3,019,523 

Additions: 

Revenue,  Exhibit  6-C 

280,840 

- 

1,053,177 

Total 


3,799,007 


1,334,017 


Deductions : 

Expenditures,  Exhibit  6-D   (12,252)       - 

Fund  balance,  June  30,      $1,007,563     $40,509 
1976  


(1,066,575)     (1,078,827) 
$3,006,125     $4,054,197 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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STATEWIDE  POLICE  RESERVE  FUND 
AGENCY  FUND 
STATEMENT  OF  REVENUE 
YEAR  ENDED  JUNE  30,  1976 
Exhibit  6-C 


Annuity 
Savings 
Fund 

Year  ended  June  30,  1976 

Member  contributions  (Note  1)    $280,840 

Employer  contributions  (Note  1) 

Investment  income  (Note  4) 

Other  income  - 

$280,840 


Annuity 

Savings 

Interest  Fund 


Pension 
Accumulation 
Fund 


840,548 
212,629 


Total 

$  280,840 
840,548 
212,629 


$1,053,177     $1,334,017 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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STATEWIDE  POLICE  RESERVE  FUND 
AGENCY  FUND 
STATEMENT  OF  EXPENDITURES 
YEAR  ENDED  JUNE  30,  1976 
Exhibit  6-D 


Annuity 
Savings 

Fund 

Year  ended  June  30,  1976 

Refund  of  member  contributions   $  12,252 

Benefit  payments 

Administrative  fee  - 

Other  expense  - 

$  12,252 


Annuity 

Savings 

Interest  Fund 


$   - 


Pension 

Accumulation 
Fund 


12,328 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 


Total 


$  $   12,252 

1,054,247      1,054,247 


12,328 


$1,066,575     $1,078,827 


HOLMES  &  TURNER 
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STATEWIDE  POLICE  RESERVE  FUND 

AGENCY  FUND 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1976 


1.  Contributions. 

The  contributions  from  employers  include  earnings  on  certain 
investments  which  were  not  controlled  by  the  Board  of  Investments. 
This  came  about  when  the  cities  failed  to  contribute  all  of  their 
investments  into  the  system  and  proceeded  to  liquidate  these  investments 
and  send  the  proceeds  to  the  system.   The  interest  earned  was 
handled  as  a  contribution  because  management  felt  that  the  Board  of 
Investments  should  not  be  given  credit  for  the  interest  earned  on 
investments  which  they  did  not  control.   Employee  contributions  are 
six  percent  of  salary  and  employer  contributions  are  eleven  percent 
of  salary. 

2.  Deferred  Obligations  -  Actuarial  Reserve. 

A  fundamental  principal  of  financing  the  liabilities  of  a  retirement 
system  is  that  the  costs  of  benefits  should  be  related  to  the  years 
in  which  they  are  earned  rather  than  the  year  in  which  they  are  paid 
as  is  the  case  in  the  accompanying  financial  statements.   This  may 
result  in  the  creation  of  an  unfunded  liability  and  deferred  obligation. 
Since  an  actuarial  study  of  this  liability  has  not  been  completed  since 
the  creation  of  the  fund  on  July  1,  1975,  we  are  unable  to  determine  the 
amount  of  the  deferred  obligation  or  unfunded  liability. 


Inter-Fund  Transfers. 

When  a  member  reaches  reserve  status,  member  contributions  and  the 
interest  earned  on  contributions  are  transferred  from  the  Annuity 
Savings  Fund  and  the  Annuity  Savings  Interest  Fund  to  the  Pension 
Accumulation  Fund.   Due  to  the  conversion  of  member  savings  accounts 
to  data  processing,  these  transfers  have  not  been  made.   This  causes  a 
misstatement  of  the  various  fund  balances  which  comprise  the  total  agency 
fund  balance  in  the  accompanying  financial  statements.   However,  these 
transfers  do  not  affect  the  agency  fund  balance  in  total. 


Change  In  Accounting  Method. 

Investment  income  should  be  allocated  between  the  annuity  savings 
interest  fund  and  the  pension  accumulation  fund.   This  allocation 
is  being  delayed  until  member  accounts  are  converted  to  data 
processing  so  that  an  accurate  allocation  can  be  made.   Investment 
income  for  the  fiscal  year  ending  June  30,  1976  has  been  allocated 
entirely  to  the  pension  accumulation  fund. 
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STATEWIDE  POLICE  RESERVE  FUND 

AGENCY  FUND 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

JUNE  30,  1976 


Investments  -  Other  Investments 

Due  to  a  limitation  in  scope,  investments  of  $3,389,009  and  other 
investments  of  $561,750  were  not  examined.   Our  examination  was 
limited  to  a  direct  confirmation  of  investment  with  other  independent 
auditors  who  examined  the  investments  controlled  by  the  Board  of 
Investments.   This  confirmation  represented  investments  to  be 
$3,389,009  as  of  June  30,  1976.   Other  investments  are  being 
controlled  by  the  cities  which  comprise  the  reserve  fund.   Since 
these  investments  are  not  under  the  control  of  the  Board  of 
Investments,  they  did  not  come  under  examination. 
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WILLIAM    B     HOLMES.    C  PA 
ERNEST  J     TURNER.   C  P  A 


300   NORTH   WILLSON 

PO     BOX    1246    •    BOZEMAN,    MONTANA    597; 

(406  1    587-4266 


The  Legislative  Audit  Committee  of  the 
Montana  State  Legislature: 


We  have  examined  the  financial  statements  of  the  agency  fund  of  the  Social 
Security  Trust  Fund  for  the  two  fiscal  years  ended  June  30,  1976,  listed 
in  the  foregoing  table  of  contents.   Our  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and  accordingly  included  such 
tests  of  the  accounting  records  and  other  such  auditing  procedures  as  we 
considered  necessary  in  the  circumstances  except  as  noted  in  the  following 
paragraph. 

We  did  not  examine  the  investments  or  investment  income  of  the  agency  fund, 
which  investments  and  related  income  constitute  62  percent  and  100  percent 
respectively  of  the  related  totals.   These  investments  were  examined  by 
other  auditors  whose  report  thereon  has  been  furnished  to  us,  and  our 
opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts  included  for 
investments  and  investment  income,  is  based  solely  on  the  opinion  of  the 
other  auditors. 

In  our  opinion,  except  for  the  effect  of  not  stating  investments  at  market 
value  and  not  recognizing  unrealized  gains  and  losses,  as  stated  in  the 
report  of  the  other  auditors  who  audited  the  investments  and  investment 
income,  the  aforementioned  financial  statements  present  fairly  the  financial 
position  of  the  agency  fund  at  June  30,  1976  and  the  results  of  operations  of 
the  said  fund  for  the  two  fiscal  years  then  ended,  in  conformity  with  generally 
accepted  accounting  principles  applied  on  a  consistent  basis. 


fi 


,  va'  f    ~— ?';'"' 


Bozeman,  Montana 
December  23,  1976 
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SOCIAL  SECURITY  TRUST  FUND 

PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 

AGENCY  FUND 

BALANCE  SHEET 

JUNE  30,  1976 

Exhibit  7-A 


ASSETS 


Cash  on  deposit  with  State  Treasurer  $  1,896,980 

Accrued  investment  income  receivable  (Note  1)  43,343 

Accrued  contributions  receivable  3,525,800 

Investments,  at  cost  (Note  2)  8,823,986 

$14,290,109 


LIABILITIES  AND  FUND  BALANCE 

Social  Security  contributions  payable  to  U.S. 

Treasurer  $13,815,042 

Interest  payable  to  U.S.  Treasurer  (Note  3)  24,103 

Fund  balance  -  Exhibit  7-B  450,964 

$14,290,109 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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SOCIAL  SECURITY  TRUST  FUND 
PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
AGENCY  FUND 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
TWO  FISCAL  YEARS  ENDED  JUNE  30,  1976 
Exhibit  7-B 


Fund  balance,  June  30,  1974  $511,049 

Add: 

Revenue  -  investment  income  (Notes  1  and  2) 

1974-1975  601,302 

1975-1976  445,232 

Transfer  from  social  security  earmarked  revenue  5,363 

Deduct: 

Expenditures 

1974-1975 

1975-1976  (Note  4)  36,436 

Transfers  to  Public  Employees'  Retirement  System 

1974-1975  472,969 

1975-1976  602,577 

Fund  balance,  June  30,  1976  $450,964 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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CERTIFIED    PUBLIC   ACCOUNTANTS 


SOCIAL  SECURITY  TRUST  FUND 
PUBLIC  EMPLOYEES*  RETIREMENT  DIVISION 
NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1976 


Accrued  Investment  Income  Receivable. 

The  accompanying  financial  statements  have  been  adjusted  to  reflect 
accrued  investment  income  receivable  of  $56,546  and  $43,343  as  of 
June  30,  1975  and  June  30,  1976  respectively.   These  amounts  were 
obtained  by  direct  confirmation  with  other  independent  auditors 
who  examined  the  investments  of  the  Social  Security  Trust  Fund  in 
conjunction  with  their  examination  of  the  Board  of  Investments. 
No  additional  auditing  procedures  were  performed  in  regard  to  accrued 
investment  income  receivable. 


2.  Investments . 

Due  to  a  limitation  in  scope,  we  did  not  examine  the  investments 
of  the  Social  Security  Trust  Fund.   Our  examination  was  limted  to 
a  direct  confirmation  of  the  trust  fund  investments  and  investment 
income  with  other  independent  auditors  who  performed  this  examination. 

3.  Interest  Payable  to  U.S.  Treasurer. 

Contributions  for  the  second  quarter  of  1973  were  remitted  late  to  the 
U.S.  Treasurer.   As  a  result  of  this,  the  Social  Security  Trust 
Fund  was  assessed  a  $33,309  interest  charge.   This  interest  charge 
was  reduced  by  $9,206  as  a  result  of  over  paying  these  contributions 
when  they  were  finally  made.   This  resulted  in  a  net  payable  to  the 
U.S.  Treasurer  of  $24,103  which  was  paid  in  August  of  1976. 

4.  Expenditures 

An  interest  charge  made  by  the  U.S.  Treasurer  of  $33,309  (Note  3) 
and  a  write-off  of  dishonored  checks  of  $3,127  comprise  the  total 
1975-1976  expenditures  of  $36,436. 
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AGENCY  REPLY 


BOARD  OF  ADMINISTRATION 
FRED  BARRETT 
W     N     COCALES 

FRED  L     HILL 

JOHN  L.   PREBIL 

KEVIN  J     SHANNON 


STATE   OF    MONTANA 

THOMAS  L.  JUDGE.  GOVERNOR 


DEPARTMENT  OF  ADMINISTRATION 
PUBLIC  EMPLOYEES'   RETIREMENT  DIVISION 

1712  NINTH   AVENUE 
TELEPHONE:    AREA  CODE  406/449-3154 

HELENA.  MONTANA  596Q1  .r- 


■ 


January  20,   1977 


JAN  2j 


MONTANA  LEGISLATIVE  AUi 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
State  Capitol  Building 
Helena,  MT.  59601 

Dear  Mr.  Bursett: 

Enclosed  is  my  written  response  to  the  recommendations  contained  in  the 
audit  report  for  the  Public  Employees'  Retirement  Division  for  the  period 
ended  June  30,  1976. 

General  Comments  -  Because  the  retirement  system  received  qualified  reports, 
I  feel  the  following  comments  are  pertinent  to  the  general  review  of  the  audit 
of  the  Retirement  Division: 

1.  Due  to  staff  limitations  the  27,000  member  computer  conversion  was 
not  completed  on  July  1,  1976,  as  scheduled,  and  created  an  impossible 
audit  situation  for  verifying  the  individual  member  accounts.  Addi- 
tional budget  authority  was  secured  in  December  of  1976  and  two  addi- 
tional staff  members  have  been  hired  temporarily  to  complete  the  conver- 
sion, tentatively  July  1,  1977. 

2.  Due  to  the  separate  areas  of  responsibility  involved  in  the  independent 
audits  of  the  Board  of  Investments  and  the  Public  Employees'  Retirement 


Division,  some  investments 
were  not  confirmed. 


held  in  the  Statewide  Policemen's  Reserve  Fund 


Recommendations  -  I  respectfully  request  that  the  Audit  Committee  be  advised 
of  the  following: 

1.  The  problems,  which  v;ere   encountered  in  the  computer  conversion,  and 
are  certainly  reflected  in  the  audit  reports,  are  basically  a  temporary 
situation  and  the  "unaccountabil  ity"  was  not  reflected  in  any  previous 
audit  report. 

2.  Consideration  should  be  given  to  a  coordinated  audit  for  the  retirement 
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Mr.  Morris  L.  Brusett 

January  20,  1977 


funds  and  central  investments  as  the  retirement  funds  represent  the  largest 
holding  of  long-term  assets  and  are  second  only  to  the  general  fund  in  over- 
all size. 

Thank  you  for  the  opportunity  to  respond  to  this  report  and  if  you  wish  to 
discuss  any  of  the  information  presented,  please  contact  me  at  your  convenience. 


Lawrence  P.  Nachtsheim,  Administrator 
Public  Employees'  Retirement  Division 

LPN/j 

End.  (1) 

Copy:  Mr.  Jack  Crosser,  Director 

Department  of  Administration 
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DEPARTMENT  OF  ADMINISTRATION 
PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
SUMMARY  OF  RECOMMENDATIONS  BY  ADMINISTRATOR 

Recommendation  1 .  Substantial  receivables  should  be  accrued  at  the  end  of 
each  fiscal  year. 

Comment  1 .  We  agree  to  the  substance  of  the  recommendation,  however,  due 
to  the  timing  of  the  year-end  closing  of  the  SBAS  System  and  the  fact  that  most 
June  payrolls  are  not  received  in  the  P.E.R.S.  office  before  the  second  week  in 
July  and,  in  some  instances,  not  until  August,  we  feel  the  best  method  to  handle 
the  accruing  of  receivables  is  to  create  memo  entries  independent  of  the  book- 
keeping system  for  purposes  of  actuarial  reportinn.  We  feel  the  bookkeeping 
system  should  continue  on  a  modified  accrual  basis. 

Recommendation  2.  Determine  a  more  equitable  method  of  allocating  admini- 
strative expenses  to  the  smaller  retirement  systems,  if  such  a  charge  is  deemed 
to  be  appropriate. 

Comment  2.  We  concur  in  this  recommendation  and  action  will  be  recommended 
to  the  Board  of  Administration  to  accomodate  this  recommendation  after  July  1, 
1977.  Legislation  has  been  introduced  to  support  this  consideration. 

Recommendation  3.  Include  on  all  journal  entries  a  precise  explanation  of 
the  nature  of  the  entry  and  refer  to  the  source  where  detailed  information  is 
available. 

Comment  3.  We  concur  and  the  suggested  action  has  been  implemented. 

Recommendation  4.  Record  adjusting  journal  entries  to  the  social  security 
programs'  general  ledger  which  will  properly  reflect  the  various  accounts  of 
the  fund. 

Comment  4.  This  recommendation  will  be  facilitated  and  the  present  anti- 
quated computer  system  for  Social  Security  accounts  will  be  re-worked  to  make 
it  more  compatible  with  current  equipment.  The  present  program  is  over  10  years 
old  and  the  changes  in  data  processing  equipment  have  antiquated  the  program  to 
such  a  degree  that  some  of  the  initial  proaramming  is  not  compatible  with  present 
data  processing  equipment. 

Recommendation  5.  The  individual  agency  totals  should  be  reconciled  to  the 
control  total  in  the  social  security  general  ledger  on  a  timely  basis. 

Comment  5.  We  agree.  (See  answer  to  Recommendation  4). 

Recommendation  6.  Adapt  the  computerized  general  ledger  provided  by  SBAS  to 
meet  the  specific  requirements  of  the  retirement  systems. 

Comment  6.  We  agree.   In  the  planning  for  the  computerized  system  this  was 
one  of  the  major  considerations,  however,  we  feel  that  we  must  have  the  subsidiary 
system  working  as  part  of  our  normal  operations  before  we  can  consider  adaptation 
in  the  SBAS  System  for  our  sibsidiary  program. 
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Recommendation  7.  Discontinue  the  use  of  the  manual  general  ledgers 
maintained  by  the  division's  accountant  as  soon  as  the  computerized  system  is 
adapted  to  meet  the  specific  requirements  of  the  retirement  systems. 

Comment  7.  We  agree,  subject  to  the  same  considerations  in  recommendation 
6. 

Recommendation  8.  Establish  subsidiary  ledgers  which  will  provide  the 
necessary  information  to  properly  reflect  the  changes  in  the  various  fund 
balances. 

Comment  8.  We  agree,  subject  to  the  considerations  in  recommendation 
6. 

Recommendation  9.  Reconcile  subsidiary  ledgers  to  the  control  totals  in  the 
general  ledger  on  a  monthly  basis. 

Comment  9.  We  agree,  this  is  being  done,  hov/ever,  until  we  complete  the 
conversion,  there  will  be  a  continual  backlog.  At  the  time  of  this  report,  the 
subsidiary  ledgers  are  posted  to  date,  however,  they  are  only  balanced  thru 
June  30,  1976,  and  we  are  continuing  to  balance  each  month  on  a  month  by  month 
basis.  Once  we  are  current,  we  will  be  balancing  the  current  month. 

Recommendation  10.  Evaluate  the  need  for  formal  budgeted  entries  and 
determine  consistent  procedures  which  will  aid  in  the  meaningful  preparation 
of  interim  financial  statements. 

Comment  10.  This  is  presently  done  in  our  operation  expense  and  each 
biennium  when  our  budget  requests  are  prepared,  the  estimates  of  the  pensions 
and  refunds  that  will  be  made  in  the  upcoming  biennium  are  included  in  our  formal 
budget  request.  Whether  this  will  continue  to  be  a  part  of  SBAS  is  dependent 
upon  the  rules  established  by  the  Accounting  Division  and  the  Budget  Office. 

Recommendation  11 .  Record  the  investment  in  land  and  buildings  on  the 
computerized  general  ledger  provided  by  SBAS. 

Comment  11 .  We  agree.  This  will  be  implemented  at  such  time  as  we  complete 
our  computer  conversion  and  the  general  ledger  accounts  for  each  of  the  retirement 
system  is  established  on  SBAS,  subject  to  the  direction  of  the  Board  of  Investments 
and  their  PMS  system. 

Recommendation  12.  Board  of  Administration  minutes  should  be  prepared  on  a 
timely  basis. 

Comment  12.  We  agree.  This  is  the  direct  responsibility  of  the  Administrator 
and  all  minutes  will  be  presented  to  the  Board  on  a  current  basis  no  later  than 
the  February  meeting  of  1977. 

Recommendation  13.  The  Board  of  Administration  should  approve  and  sign  the 
minutes  of  their  meetings  in  a  timely  manner. 

Comment  13.  We  agree.   (See  Recommendation  12). 

Recommendation  14.  Continued  effort  should  be  made  to  finalize  the  conversion 
to  the  computerized  system  for  membership  savings  accounts. 

Comment  14.  We  agree.  Two  additional  staff  members  have  been  hired  temporarily 
to  complete  the  conversion  by  July  1,  1977. 
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Recommendation  15.  Procedures  should  be  implemented  which  will  provide 
for  the  strengthening  of  the  internal  controls  relating  to  the  verification  of 
wages  which  are  reported  by  the  individual  agencies  of  the  retirement  division. 

Comment  15.  We  agree.  Meetings  will  be  set  up  with  the  Department  of 
Community  Affairs  and  the  Leqislative  Auditor  in  order  to  coordinate  the  audits 
of  the  P.E.R.S.  reporting  with  the  presently  ongoinq  audits  in  the  agencies  that 
are  involved  in  the  retirement  systems. 

Recommendation  16.  Membership  savings  accounts  should  be  reconciled  to 
control  totals  within  the  general  ledger  as  often  as  practical. 

Comment  16.  We  agree.  Reference  Recommendation  and  Comment  9. 

Recommendation  17.  Accounting  controls  should  be  established  within  the 
general  ledger  to  reflect  collection  reports  which  are  received  without  the 
corresponding  amount  which  is  due. 

Comment  17.  We  agree  in  substance.  We  have  presently  initiated  a  policy 
to  require  that  reporting  aqencies  remit  the  proper  deposits  with  each  report. 

Recommendation  18.  Determine  and  implement  procedures  designed  to  assure 
that  benefit  payments  cease  upon  the  death  of  a  retired  member. 

Comment  18.  We  agree  with  the  recommendation.  This  problem  has  been 
addressed  in  the  meeting  of  the  National  Association  of  State  Retirement  Admin- 
istrators and  we  are  unaware  of  a  procedure  that  is  cost-justified.  We  will 
continue  to  research  for  a  procedure  that  will  resolve  the  problem.  Presently, 
protection  is  afforded  thru  the  central  warrant  system  which  requires  identifi- 
cation for  all  individual  signing  state  warrants.  In  the  history  of  the  Retire- 
ment System,  I  am  unaware  of  any  case  where  the  system  has  lost  any  funds  due  to 
a  death  that  have  not  been  recovered. 

Recommendation  19.   Consider  legislation  which  will  provide  for  statutory 
quidelines  in  regard  to  the  review  of  members  who  are  receivinq  disability 
benefits  and  establish  stronger  internal  controls  to  accomplish  this  review. 

Comment  19.  We  partially  agree.  We  feel  the  discretion  of  the  retirement 
board  should  be  continued  as  to  members  who  shall  continue  under  the  review 
procedures  for  disability  retirements.  The  discontinuance  of  review  is  not  an 
arbitrary  determination  but  is  based  primarily  upon  the  medical  information 
received  from  the  doctor  of  the  member  receiving  a  disability  retirement  and 
consideration  of  the  age  of  the  disabled  individual.  Particularly  in  the  instances 
of  disabled  members  who  are  afflicted  with  a  terminal  illness  or  an  incurable 
disabling  disease  to  impose  by  statutory  requirement  a  periodic  review  can  only 
serve  to  add  to  the  economic  and  possible  physical  burdens  of  these  disabled 
individuals.  Stronger  internal  controls  have  been  initiated. 

Recommendation  20.  Consider  legislation  which  will  effectively  consolidate 
the  various  cities  which  comprise  the  policeman's  retirement  system  into  one  unit 
for  administration  purposes. 

Comment  20.  We  agree.  It  is  our  understanding  that  legislation  has  been 
introduced  by  the  Montana  League  of  Cities  and  Towns  to  consolidate  the  Police 
Retirement  System  into  a  signle  retirement  unit. 
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Recommendation  21 .  Perform  the  administrative  functions  of  the  police- 
man's retirement  system  in  a  manner  which  is  consistent  with  that  of  the  other 
retirement  systems  within  the  division. 

Comment  21 .  We  agree.  (See  Comments  on  Recommendation  20.) 

Conclusion:  We  appreciate  the  opportunity  to  respond  to  the  recommendations 
of  the  auditors  and  wish  to  commend  the  staffs  of  Holmes  &  Turner  and  the  Legisla- 
tive Auditor  for  the  considerations  that  were  extended  to  us  during  the  audit 
engagement. 
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